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SENATE—Friday, June 14, 1996

The Senate met at 9:30 a.m., and was
called to order by the President pro
tempore [Mr. THURMOND].

PRAYER

The Chaplain, Dr. Lloyd John
Ogilvie, offered the following prayer:

Almighty God, Sovereign of this Na-
tion, and Lord of our lives, we thank
You for outward symbols of inner
meaning that remind us of Your bless-
ings. The sight of our flag stirs our pa-
triotism and dedication. It reminds us
of Your providential care through the
years of our blessed history as a people,
but it also reminds us of our role in the
unfinished and unfolding drama of the
American dream. But it also gives us a
reminder of the privilege we share of
living in this land.

Today, on Flag Day, we repledge our
allegiance to the flag and recommit
ourselves to the awesome responsibil-
ities You have entrusted to us. May the
flag that waves above this Capitol re-
mind us that this is Your land and we
are accountable to You.

Our flag also gives us the bracing af-
firmation of the unique role of this
Senate in our democracy. We praise
You for the men and women You have
called to serve at this strategic time in
history. May they experience fresh
strength and vision. Renew the drum-
beat of Your spirit calling them to
march to the cadences of Your right-
eousness. We ask for Your blessing on
President Clinton and Vice President
GORE. God bless America. Amen.

RECOGNITION OF THE MAJORITY
LEADER

The PRESIDENT pro tempore. The
able majority leader, Senator LoOTT, is
recognized.

SCHEDULE

Mr. LOTT. Thank you, Mr. President.
Today, there will be a period for morn-
ing business until the hour of 12 noon,
with Senators permitted to speak for
up to 5 minutes each. Several Senators
have requested additional time to
speak, and they are as follows: Senator
COVERDELL, or his designee, 90 minutes;
Senator BINGAMAN for 15 minutes; Sen-
ator MURKOWSKI for 15 minutes; Sen-
ator KEMPTHORNE for 10 minutes; Sen-
ator DASCHLE, or his designee, for 20
minutes.

At 12 noon today, the Senate will re-
sume executive session and debate the
nomination of Alan Greenspan to be
Chairman of the Federal Reserve Sys-

tem. Under the consent agreement
reached yesterday, the vote on the
Greenspan nomination will occur on
Thursday, June 20, at 2 p.m. No rollcall
votes will occur during today’s session,
so there can be full discussion of this
nomination. However, the Senate may
be asked to consider any legislative
matters that can be cleared for action.

As a reminder for all Senators, at 10
a.m. on Tuesday, June 18, the Senate
will begin consideration of 8. 1745, the
Department of Defense authorization
bill.

I yield the floor, Mr. President.

MORNING BUSINESS

The PRESIDENT pro tempore. Under
the previous order, there will now be a
period for the transaction of morning
business, with Senators permitted to
speak therein for up to 5 minutes each,
with the exception of the following
Senators: Senator COVERDELL, or his
designee, for 90 minutes; Senator
BiNGAMAN for 15 minutes; Senator MUR-
KOWSKI for 15 minutes; Senator KEMP-
THORNE for 10 minutes; and Senator
DASCHLE, or his designee, for 20 min-
utes.

Mr. COVERDELL
Chair.

The PRESIDENT pro tempore. The
distinguished Senator from Georgia is
recognized.

Mr. COVERDELL. Mr. President, as I
understand it, the time this morning
between 9:35 and 11 o’'clock is assigned
to me or my designee?

The PRESIDENT pro tempore. The
Senator is correct.

addressed the

HEALTH CARE REFORM

Mr. COVERDELL. Mr. President, this
past Monday while I was on the Senate
floor, I suggested that there should be
a relevance between what public pol-
icyholders say in the pursuit of seeking
higher office and what they do if they
are fortunate enough to achieve that.

In particular, I was alluding to the
promise that this administration made
to middle America that it would sig-
nificantly lower the tax burden on the
American middle class, the vast major-
ity of our American citizens, but, in
fact, by August of the first year in of-
fice, they had totally reversed that
promise and had, in fact, increased
taxes at historical proportions, result-
ing in most American working families
today having a higher tax burden, hav-
ing less of their paychecks in their
checking accounts than at any time in
American history.

But the administration made another
promise that it did try to keep, in all
credit. They promised to revise the
health care system in the TUnited
States. Indeed, when they came before
the American people, their proposal
was to totally federalize or take Amer-
ican medicine and have the American
Government take it over.

So what that meant was that the
Federal Government would increase to
unprecedented proportions, that a new
entitlement would be created that
would be larger than any entitlement
in American history, including Social
Security, that 17 percent of the Amer-
ican economy would be taken over by
the Government, and for the first time,
Mr. President, the Government would
control over half the American econ-
omy.

I can remember saying at the time,
as a kid, I never believed that it would
be possible for me to be in the U.S.
Senate debating whether or not the
Government should control over half
the American economy. But, indeed,
that is what we were doing just 2 years
ago.

It was a very elaborate system that
controlled every aspect of medicine. By
the time the debate was over, Mr.
President, the American people had de-
feated President Clinton’s health care
proposals. By the time the final cast
was set, less than one-third of the
American people supported the idea.
Over two-thirds opposed it, because
they saw it for what it was, a massive
explosion in the growth of our Govern-
ment, a massive incursion into the per-
sonal affairs of every American citizen
and family and business and commu-
nity, an enormous and explosive cost.

Mr. President, at the time we were
debating this proposal, often those of
us, such as myself, were asked, “Well,
what would you do?"” We talked about
targeted reform. We talked about mak-
ing benefits more portable so that they
could move with the employee and we
could put an end to this job lock wher=
a person who developed a medical prob
lem could not move from one job to an-
other because they would not have
been able to keep their insurance.

We talked about making the insur
ance marketplace more friendly. We
talked about making it more possible
for people to obtain insurance. We
talked about making it a guaranteed
issue, all of these targeted reforms that
we thought would modestly change the
marketplace and make it easier for un-
insured people to gain insurance.

Mr. President, this Senate and the
House have both fulfilled that promise.
They have done exactly that. They
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have passed health reform that elimi-
nates job lock. It allows an ambitious
worker to leave a job and move to a
better one without losing health cov-
erage. It allows the self-employed to
deduct on their taxes 80 percent of
their health insurance premium. This
is an egregious—an egregious—error in
the workplace. If you work for a large
company, your health premiums are
deductible, they are tax deductible. If
you work for yourself, they are not.
This corrects it. It allows the small
business with 50 or fewer employees or
the self-employed to have tax-free med-
ical savings accounts.

We have been joined by Senator
GRAMM, the senior Senator from Texas,
who wants to speak on this subject.
But let me just say that the designers
of massive Government control of the
health system are blocking this reform
proposal through parliamentary
means. They are refusing to allow the
conferees to be selected. It is because
they do not want the product of medi-
cal savings accounts, which allows the
worker or the citizen to create a sav-
ings account to help them manage
health costs, to lower health costs, to
give them more freedom in the health
care system. They do not like that. So
they have systematically blocked these
reforms that the Nation overwhelm-
ingly supports.

I find it a bit unusual that the last
vestige of those who want to make the
Government consume over half our
economy, who want to run every aspect
of our personal lives by controlling
medicine and every doctor and every
hospital, every cure that you may or
may not want to use, just cannot abide
the idea of allowing citizens this prod-
uct to make choices on their own. I
will come back to this subject in a bit.
We have been joined by the senior Sen-
ator from Texas. I yield up to 10 min-
utes to the Senator from Texas.

Mr. GRAMM addressed the Chair.

The PRESIDING OFFICER
BOND). The Senator from Texas.

Mr. GRAMM. Mr. President, let me
thank our dear colleague from Georgia.
I want to say a few words on another
subject, but let me address the subject
at hand first. Let me say to our dear
colleague from Georgia, I do not think
he ought to be surprised.

I believe that the final battle for the
rights of man, the final determination
of whether freedom, both economic and
political freedom, will survive and
prosper on this planet is not going to
be determined on the frozen tundra of
Russia, it is not going to be determined
by debate in the Kremlin; it is going to
be determined right here on the floor of
the United States Senate.

I try to make a distinction because I
think Americans get confused about
what freedom is. Freedom is not just
the right to get up and criticize the
Government. Freedom is not just the

(Mr.
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right to exercise political choices.
Freedom is the right to exercise eco-
nomic choices. Freedom is the right to
buy the products you choose. Freedom
is the right to spend your own money
which you have earned by the sweat of
your own brow. That is what we are
talking about here today.

I think probably most people are to-
tally confused about what this debate
is. Our Democratic colleagues are hop-
ing they are. Because what this debate
is all about is freedom. There are some
Members of the U.S. Senate who are for
it and there are some Members of the
U.S. Senate who, in its economic mani-
festation of the right of people to
choose what kind of health insurance
they want, are against it.

Senator KENNEDY and the Democrats
are saying, in holding up the con-
ference on a health care bill that
passed the Senate 100 to 0—100 to 0—he
is saying that he is opposed to it be-
cause if we go to conference with the
House to work out our differences,
medical savings accounts could end up
in the bill.

What are medical savings accounts?
What we are talking about here is sim-
ply the right of people to choose be-
tween buying a low-deductible health
insurance policy, which for a family of
four costs about $4,200 a year, where
the insurance company starts paying
almost immediately if somebody in
your family gets sick. That is conven-
tional health insurance. It has one big
problem, and that is, once you are sick,
you are spending somebody else's
money. You have no incentive to be
conscientious. Costs are exploding.

Just imagine if you went to the gro-
cery store, and you had a grocery in-
surance policy. For everything you put
in your basket, the grocery insurance
policy paid 95 percent of it. You would
eat differently, and so would your dog.
But what would happen is, grocery in-
surance would explode in cost. That is
exactly what has happened in health
insurance.

What we are trying to do is to let
people, especially young people who do
not have much money, buy a new kind
of health insurance policy that would
have a higher deductible. You could
buy a Blue Cross-Blue Shield policy,
with a $3,000 deductible, for about $2,200
a year rather than the $4,200 a year you
are paying for by buying the com-
prehensive low-deductible policy.

Why $2,000 less? Because a lot of that
is, for all practical purposes, prepaid
medicine. What we are proposing is
that people be able to take that $2,000
they save and put it into a tax-free sav-
ings account and use it to pay
deductibles. But the magic, almost
magical power of it, is that if they do
not use the money for medical pur-
poses, they get to keep it. So unless
they get very sick, 92 percent of Amer-
ican families would never spend beyond
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their medical savings account in a
year. So unless they get very sick, they
have an incentive to be cost conscious
because they are spending their own
money.

Here is the point. We are not trying
to make people buy medical savings ac-
counts. There is nothing in our pro-
posal that makes anybody buy it. What
we are trying to do is to let them do it.
This is about freedom.

Senator KENNEDY and the Democrats
claim, “Oh, this program only helps
rich people.” Have you ever noticed
that everything Democrats are against
supposedly helps rich people? They did
not want to cut taxes on working fami-
lies, a $500 tax credit per child, because
they say that helps rich people. If they
want to raise taxes, of course, they
claim they are taxing only rich people.

In any case, do rich people care about
this? What difference does it make to
rich people whether they buy a low-de-
ductible or high deductible policy? By
definition, if you are rich, you have a
lot of money. It cannot make possibly
any difference.

But let me tell you who it makes a
difference to. I have a son who just
turned 23 years old. He is off my insur-
ance policy. For the first time in his
life, he is trying to decide how he is
going to get health insurance and how
he is going to buy it. He is as healthy
as most 23-year-old males and females
are. Why not allow him to buy a high-
deductible policy and take the savings,
put them into a medical savings ac-
count and build up a nest egg to go to
graduate school, or to try to start a
business, or to buy a home when he
gets married?

When we debated this subject before,
I had guotes from two so-called rich
people who use medical savings ac-
counts. One of them was a united mine
worker, because the United Mine Work-
ers Union has medical savings ac-
counts, but they do not get fair tax
treatment on them. They have to pay
taxes on them. The other was a part-
time bus driver. They were arguing
they ought to be treated fairly, and I
agree with them and not with the Sen-
ator from Massachusetts, who is ob-
jecting to letting us appoint conferees
and bring this bill up.

The second argument is, well, look,
this helps young people and healthy
people. Who does not have health in-
surance? Basically, young healthy peo-
ple are not buying health insurance be-
cause, A, they do not think they need
it right now and, B, they cannot afford
it. Why not have a policy available
that may not be used by everybody, but
that will be used by young people so
that they can buy basic coverage. The
Democrats' solution is to guarantee
that they can buy insurance in the fu-
ture once they get sick rather than
now when they are young and healthy,
but at the cost of charging everybody
else higher rates.
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We need medical savings accounts,
and this is about fréedom. The Demo-
crats want the Clinton-type health
care bill. That is what they want. And
they know medical savings accounts
move us toward private family deci-
sions. They want Government deci-
sions. That is what this debate is
about, and if you believe in freedom,
you are with us.

INTERNATIONAL DEPARTURE TAX

Mr. GRAMM. Now, I want to turn to
another subject. The President has put
out a new list of savings measures, and
among the savings measures is an
international departure tax increase—
$2.3 billion of savings. Now, you might
ask, what does a tax increase have to
do with savings? The answer is, noth-
ing. We have, in this administration, a
new language where everyday words
are changed into new words and they
have nothing to do with each other.
But this is basically a proposal to raise
taxes on international travel by impos-
ing a $10 per passenger tax on every-
body buying a round-trip ticket in
international travel, coming to the
United States and going back, or leav-
ing the United States and coming back.
Now, if you have Americans traveling,
some people assume they must be rich.
So you want to tax them. So I am not
going to get into that argument. I
think it is absurd. We know that not
everybody who travels internationally
is rich.

Let me talk about the 42,983,000 for-
eigners who come to the United States.
Well, you might say, why not tax
them? They cannot vote here, so why
not tax their money while we have
them? What do they come here for?
Well, they come here to invest, to cre-
ate jobs, and to be tourists. In fact, as
tourists, they spent $76.485 billion last
year. Why, I ask, should we be trying
to raise barriers against people who
want to come to Atlanta, or who want
to come to Houston or who want to go
to San Antonio to see the Alamo? Why
should we want to raise barriers to peo-
ple who want to come and see where
great Americans come from, like South
Carolina, and who came to the Alamo
to defend freedom—especially when
they are spending $76.485 billion on the
trip? To save my life, I do not under-
stand that.

We did a little check in asking just
one hotel manager that we happened to
be having a conversation with, who
works for Marriott Hotels in Houston,
what percentage of the people staying
in his hotels, on an average night, are
foreign nationals. He estimated that 40
percent of the people staying in Mar-
riott Hotels in Houston are foreign na-
tionals. Now, why would we want to
discourage all these people from com-
ing to America to spend money? Well,
it is interesting that by a fairly con-
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servative estimate, in international
tourism alone, this tax would cost us
twice as much as the Government is
claiming to collect. I know some peo-
ple will make an argument that these
people who would make this money
from international tourism will squan-
der it. They will spend it on their chil-
dren, they might go to Disneyland,
they might invest in some private busi-
ness; and that the Government, collect-
ing half as much money from this tax
as these private citizens would earn,
will spend it wisely—on the National
Endowment for the Arts or the Legal
Services Corporation—but not getting
into those arguments, I am opposed to
this departure tax increase.

I want people to come to America. I
want people from all over the world to
come here and see the Alamo and see
the Capitol and get to know our coun-
try and understand, personally, its
greatness, get to know Texans and
Americans, and bring that $76 billion a
year with them and spend it here.

This is a poorly designed tax that
will cost us jobs. It is a bad idea. I just
want to remind people that taking the
whole travel industry in America, we
have almost a million people em-
ployed—about 960,000 people—because
of international travelers. In fact, hun-
dreds of thousands of people are going
to come, for example, to Atlanta to the
Olympics. People are coming to many
different places around our country.
My view is, let them come, let them
spend their money when they get here.
But the idea of erecting barriers to
them coming, to collect a tax, it seems
to me, is foolhardy and should be re-
jected.

This is part of something bigger. The
Securities and Exchange Commission
now collects twice as much in their
taxes on securities as it spends to run
the SEC. None of this money the Presi-
dent calls savings through this new tax
would go to support the Federal Avia-
tion Administration—not one penny of
it. It would go to fund Government pro-
grams in general. We have fees on the
transportation of hazardous materials
that began as a relatively low figure. It
is now $300. It was initially applied to
trucks, railroads, and barges hauling
things like crude petroleum. It is now
being applied in Texas to 10,000 inde-
pendent oil producers, who do not even
transport the crude oil themselves. The
administration has proposed to raise it
to as much as $5,000 a year and collect
as much as $50 million out of my State
just from independent oil producers.
Why? Because these increased fees
could be used as taxes to fund Govern-
ment in general. They would not be
used for the purposes they were set out
for. Just like this gasoline tax we have
been trying to repeal, which is not
going to build roads, it is going to gen-
eral revenue.

My view is—and I will conclude on
this—when you collect taxes on gaso-
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line, motor fuel, it ought to go to
roads. When you collect taxes on air-
line tickets, it ought to go to the FAA
to build airports, to support the infra-
structure. What is happening in this
administration is all these fees are
being raised because they want to
spend the money and they want to hide
the tax. This departure tax increase on
airline tickets is wrong. I wanted to
come down today to say I am opposed
to it, and I do not intend to see it be-
come the law of the land.

I thank my colleague from Georgia.
When all those millions of tourists
coming through Atlanta and spend all
that money, remember, I did not want
to erect the barrier.

(Mr. INHOFE assumed the chair.)

Mr. COVERDELL. Mr. President, I
see the Senator from Missouri appears
to be requesting up to 5 minutes. I
vield up to 5 minutes to the Senator
from Missouri.

Mr. BOND. I thank my colleague
from Georgia. I particularly commend
my good friend from Texas for pointing
out what we in the Midwest, as well as
the Southwest, feel so strongly about,
which is that when you raise fees on
people who use highways, it is not
pleasant. But when they go to high-
ways, we can understand what they are
being used for. If you raise fees on peo-
ple who generate hazardous waste, if it
goes to clean up hazardous waste, that
is a reasonable argument. But when it
goes to the general revenue fund, per-
mits spending and overspending in
many areas, it is a real problem.

FEDERAL RESERVE NOMINEES

Mr. BOND. Mr. President, the reason
I rise today, I want to address a couple
of related subjects, things that we are
working on, and they have to do with
some of the debates that have been
going on about the nominees for the
Federal Reserve.

I have the pleasure of having as one
of my constituents a fellow Missourian,
Dr. Laurence Meyer, who has been
nominated to the Federal Reserve
Board. When we get to the discussions
of the Federal Reserve nominations
next week, I want to make the case
very strongly that Dr. Meyer has justly
earned a reputation as a leading econo-
mist. He has played a key role in the
development and expansion of the eco-
nomics department of Washington Uni-
versity. He has been recognized repeat-
edly by faculty, students, by the public
at large, and by his own colleagues as
a leader in these fields. His is an excel-
lent nomination. I also say that we are
very fortunate that the President has
proposed renomination and he has
agreed to accept the current Chairman
of the Federal Reserve Board, Chair-
man Alan Greenspan. During his 8-year
tenure, economic performance through
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administrations, Republican and Dem-
ocrat, has been outstanding because in-
flation has been kept under control.

Again, I want to address more of
Chairman Greenspan's accomplish-
ments later on. But I want to straight-
en out a couple of misconceptions that
have been raised by others on this floor
yvesterday in their debates about the
Federal Reserve. They seem to think
that growth in this country is slow be-
cause of the Federal Reserve. Mr.
President, the Federal Reserve job, as
the chief monetary regulator, is to deal
with monetary policy. Monetary policy
can be a brake or an accelerator, but it
is not the essential engine that drives
the economy of this country. That is
fiscal policy and the opportunity for
this economy to grow. We have had a
major hit to the engine of our econ-
omy. It is a hit that has happened over
the years in terms of running up the
deficit. This deficit has been out of
control. We have raised $5 trillion
worth of debt that sits on the backs of
our children, our grandchildren, and fu-
ture generations, and it serves as a
great drag on the economy right now.

In addition, in 1990 and 1993, we put
heavy burdens of taxes on the produc-
tive sector—taxes on savings and in-
vestment, taxes particularly that hit
the small businesses that I have the
pleasure of serving on the Small Busi-
ness Committee.

Yesterday, you would have thought
that taxes and deficits did not matter,
that slow growth was the only burden
that was the legacy of the Federal Re-
serve Board. Well, that is not true. The
Federal Reserve has kept inflation
under control. We need to deal with the
deficit. Then we need to deal with
taxes that discourage investment and
savings.

That is why the third nominee for
the Federal Reserve is important. Dr.
Rivlin is currently the Director of the
Office of Management and Budget. She
has presented, on behalf of the Presi-
dent, a measure, the budget of the
President of the United States, so that
when the Congressional Budget Office
scores it and applies a trigger the Con-
gressional Budget Office said is nec-
essary to get to a balance in 2002, they
can claim that under the Congressional
Budget Office scoring and applying the
trigger that the budget will get to bal-
ance in 2002.

The problem is, as I have outlined on
this floor before, I, in the role as chair-
man of the appropriations subcommit-
tee, have asked the agencies that
would be forced to make those cuts in
future years how they plan to make
them, and they have been advised by
the Office of Management and Budget
that they are not serious about it.

Mr. President, as I have pointed out,
we have addressed letters to Dr. Rivlin,
questions as to whether the adminis-
tration is serious about balancing the
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budget. Do they have a second set of
books that has cuts in a lot of other
agencies? The Veterans’ Administra-
tion has told us they are exempt; EPA,
NASA, the agencies that I have spoken
to have said the cuts are not going to
fall on them. Where are they going to
fall? Are we serious about the deficit?

We are waiting to hear whether the
Office of Management and Budget hon-
estly believes it can implement and
will begin planning for the reductions
in spending necessary to balance the
budget.

That, in my view, will depend upon
how I vote, at least for one, on the con-
firmation of the Budget Director to be
a Member of the Federal Reserve
Board.

I thank the Chair. I yield the floor.

Mr. COVERDELL. Mr. President, it
is my understanding that the Presiding
Officer has some business before the
Senate. I am going to suggest the ab-
sence of a quorum so I might relieve
the Chair.

The PRESIDING OFFICER. The
clerk will call the roll.

The bill clerk proceeded to call the
roll.

Mr. INHOFE. Mr. President, I ask
unanimous consent that the order for
the quorum call be rescinded.

The PRESIDING OFFICER (Mr.
CovERDELL). Without objection, it is so
ordered.

Mr. INHOFE. Mr. President, I have a
couple of comments to make about the
comments that were made previously
by the Senator from Texas. Before that
I have a little bit of business to take
care of of a different nature.

THE NATIONAL ENVIRONMENT
EDUCATION ACT

Mr. INHOFE. Mr. President, yester-
day I introduced legislation to reau-
thorize the National Environment Edu-
cation Act. I am joined by most of the
members of the Environment and Pub-
lic Works Committee and will probably
have all of those Members as cospon-
sors of this legislation in a very short
time.

The reason I am doing this is that
there has been a lot of criticism that
we are getting that there is too much
emanating from Washington on our en-
vironmental laws and environmental
education. People have said we are
brainwashing our children. I feel that
the better way to do this is to have this
money going to the local level so that
the curriculum can be determined by
the local level.

I can remember several scary stories
about students coming home from
school in the Northwest who happened
to be sons or daughters of people work-
ing in the lumber industry saying that
it is sinful to cut down any tree, and
this type of thing. This is the type of
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thing that has to be stopped. I believe
the only way we are going to be able to
successfully do this is to reauthorize
this legislation so that the safeguards
are built in that anything that is used
in the education of our young people
has to be based on scientific facts and
not just the normal scare type of
things that we have been getting. So I
believe we will be able to control this
program.

This, incidentally, was introduced at
the same time by Congressman KLUG in
the House of Representatives.

Mr. President, yesterday I introduced
legislation to reauthorize the National
Environmental Education Act. I am
joined by my colleagues Senators
CHAFEE, LIEBERMAN, FAIRCLOTH, KEMP-
THORNE, MOYNIHAN, and REID. And I am
joined on the House side by my col-
league, Congressman ScCOTT KLUG of
Wisconsin, who introduced an identical
bill in the House yesterday.

This bill will reauthorize the edu-
cational efforts at the National Envi-
ronmental Education and Training
Foundation and the EPA’s Office of En-
vironmental Education. These pro-
grams support environmental edu-
cation at the local level. They provide
grant money and seed money to en-
courage local primary and secondary
schools and universities to educate
children on environmental issues.

With the importance of the environ-
ment and the continuing debate on how
best to protect it, it is vital to educate
our children so that they truly under-
stand how the environment functions.

Over the last few years environ-
mental education has been criticized
for being one-sided and heavy-handed.
People have accused environmental ad-
vocates of trying to brainwash children
and of pushing an environmental agen-
da that is not supported by the facts or
by science. They also accuse the Fed-
eral Government of setting one cur-
riculum standard and forcing all
schools to subscribe to their views.
This is not how these two environ-
mental education programs have
worked, and I have taken specific steps
to ensure that they never work this
way. In fact, this legislation will pre-
vent this from happening.

The programs that this act reauthor-
izes have targeted the majority of their
grants at the local level, allowing the
teachers in our community schools to
design their environmental programs
to teach our children, and this is where
the decisions should be made. In addi-
tion, the grants have not been used for
advocacy or to lobby the Government,
as other grant programs have been ac-
cused of doing.

This legislation accomplishes two
important functions. First, it cleans up
the current law to make the programs
run more efficiently. And second, it
places two very important safeguards
in the program to ensure its integrity
in the future.
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I have placed in this bill language to
ensure that the EPA programs are bal-
anced and scientifically sound. It is im-
portant that environmental education
is presented in an unbiased and bal-
anced manner. The personal values and
prejudices of the educators should not
be instilled in our children. Instead we
must teach them to think for them-
selves after they have been presented
with all of the facts and information.
Environmental ideas must be grounded
in sound science and not emotional
bias. While these programs have not
been guilty of this in the past, this is
an important safeguard to protect the
future of environmental education.

Second, I have included language
which prohibits any of the funds to be
used for lobbying efforts. While these
programs have not used the grant proc-
ess to lobby the Government, there are
other programs which have been ac-
cused of this and this language will en-
sure that this program never becomes a
vehicle for the executive branch to
lobby Congress.

This bill also makes a number of
housekeeping changes to the programs
which are supported by both the EPA
and the Education Foundation which
will both streamline and programs and
make them more efficient.

The grants that have been awarded
under this program have gone to a
number of local groups. In Oklahoma
alone such organizations as the Still-
water 4-H Foundation; Roosevelt Ele-
mentary School in Norman, OK; Okla-
homa State University; the Kaw Na-
tion of Oklahoma; and the Osage Coun-
ty Oklahoma Conservation District
have received grants for environmental
education under these programs.

This is an important piece of legisla-
tion, and I hope both the Senate and
the House can act quickly to reauthor-
ize these programs.

MEDICAL SAVINGS ACCOUNTS

Mr. INHOFE. Mr. President, I think
that the senior Senator from Texas ar-
ticulated the MSA environment that
we are in right now with the health bill
in a very accurate way. But I believe
that he overlooked one thing. I agree
with him that we have a system that
has a built-in disincentive to save or to
get services, medical services and
health care services, that would be less
expensive. I am not any different than
anyone else. I suggest that you are
probably the same way, Mr. President.
Once you pay your deductible and you
are in the course of a year, you are
going to go out and get any kind of
health services that you need if it does
not cost you anything. So you have
something built into the system.

I cannot think of any other service or
product in America where you would
have a system built in that encourages
you to pay more. I have heard some
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percentages of savings ranging between
40 and 60 percent if we could have
MSA’s.

But the one thing the Senator from
Texas did not mention was that it also
provides another benefit to those indi-
viduals because, if someone is between
jobs or if someone gets fired from a job,
this offers portability. It is a fund that
can be drawn upon, or, if there is a cat-
astrophic illness, this can be used for
that. It is just beyond me. I have not
been able to think of one logical argu-
ment that the Senator from Massachu-
setts, Senator KENNEDY, had against
MSA'’s. I could see perhaps some doc-
tors objecting to it because, obviously,
people are going to be more cost con-
scious and are not going to be getting
services they do not need. Ironically,
though, I am proud of the medical com-
munity. I have yet to have one doctor
tell me that he did not want to have
MSA'’s. They are not opposing it even
though they are the only group I could
think of who possibly would lose some
financial advantage by a system going
in place.

So I am hoping that we will be able
to get this. I cannot believe that our
entire health program is being held
hostage just because of the medical
savings account, something that bene-
fits everyone—all Americans, young,
old, rich, poor—everyone equally.

TROOPS IN BOSNIA

Mr. INHOFE. Mr. President, I want
to repeat something in perhaps a little
bit of a different way that I mentioned
yesterday because we talked about a
lot of things on this floor that are very
significant, such as our health delivery
system and such as the deficit. But our
Nation’s defense perhaps is the most
significant subject that we could have
to talk about.

I was so dismayed and shocked yes-
terday when I read what the President
was saying through Secretary of De-
fense William Perry that we now are
going to leave our troops over in Bos-
nia for a period longer than the 12
months that they agreed to.

I am on the Intelligence Committee
and the Senate Armed Services Com-
mittee. I can tell you that at the time
this happened, I could not believe that
we were sending troops into a warring
area with an exit strategy that was
geared to time, 12 months, as opposed
to events. I do not know of any time in
history that this has been the case.

So during the October 17 Senate
Armed Services Committee meeting
and several other meetings, and on the
floor, we talked about the fact that we
did not believe it was going to be a 12-
month operation. I asked specifically
Secretary Perry, as well as other peo-
ple asking him in the same meeting—
one was Senator ROBB from Virginia
and one was Senator BINGAMAN from
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New Mexico—*''Are you absolutely com-
mitted to bringing the troops home in
12 months?’ The answer was always,
‘“Yes, we are committed.”” It was hard
for me to believe that could be pos-
sible.

So I went over to the northeast sec-
tor of Bosnia where we were planning
at that time to send our troops. When
I got there and went up to the north-
east sector, finding out no other Amer-
ican had been up there, I found out
from General Haukland, from Norway,
who was in charge of the U.N. troops of
that sector, that, in fact, it was laugh-
able.

I said, “Are you aware that our
troops are coming back in 12 months?"
He said, “You mean in 12 years?'’ That
is when he drew this analogy, when he
said putting the troops in there is like
putting your hand in water, and you
leave it there for 12 months and take it
out and nothing has changed; it is still
there.

So we are making a longer term com-
mitment than the President of the
United States promised the American
people. I can tell you right now, I stood
right here on December 13 of last year
when we had the resolution of dis-
approval that was authored by the jun-
ior Senator from Texas and myself,
Senator HUTCHISON and myself. We
lacked four votes of passing a resolu-
tion of disapproval. Mr. President, we
would have had those four votes and
many more if the American people had
known, and if the Senators in this
Chamber had known, that it was going
to be a long-term proposition.

Right now it does look like it is
open-ended. We could talk about the
cost of it, we could talk about the mis-
sion, but the point is, they told us
something that they knew was not true
on December 13, at the time they
passed the program to send American
troops over into an area we have no
vital security interest in.

I am not saying, “I told you so.” I am
just saying, it was so obvious at the
time and everyone is on record and the
President is on record and John
Shalikashvili, Chairman of the Joint
Chiefs of Staff, is on record and Sec
retary Perry is on record, all of them
assuring it was going to be 12 months.
and now we know it is not going to be
12 months.

As I said yesterday, we have to serve
notice on the administration that when
they try to extend that time, we in this
Chamber will do everything we can to
support our troops who are over there,
but they are going to have a fight in
keeping our troops over there for an
undetermined period of time.

THE BUDGET

Mr. INHOFE. Mr. President, if I could
have just a2 minute or so more, I want
to mention the budget resolution that
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was passed yesterday. I did not like it.
I did not say anything about it at the
time. I have to say publicly, on the
record, now, the only reason I did sup-
port it is I think that is the only way
we could have anything at all for de-
fense.

There is a very distinguished House
Member from Oklahoma, Congressman
WATTS. I think he feels the same way,
that this is the only way we can do it.
It is not a lean enough budget. It is not
one that is as good as I would like. But,
nonetheless, we went ahead and passed
it

I think that brings up the other
point, and that is our discussion last
week on the balanced budget amend-
ment. I do not know how people can
have such a change of heart. I think
there are six Democrat U.S. Senators
who openly supported the balanced
budget amendment to the Constitution
in 1994, and they voted for it. This is
the resolution that they voted for in
1994, Senate Joint Resolution 41, and
they turned right around and actively
opposed the same exact language in a
balanced budget amendment that
failed to pass by a couple of votes last
week. They tried to say it was dif-
ferent. They said this had the Nunn
amendment that addressed judicial re-
view.

I would like to read something into
the RECORD, just to make sure no one
tries to use that to make people think
this is not the same resolution that
they voted for 2 years ago and then
voted against this last week. This is
right out of the RECORD, Senator NUNN
speaking. He said:

Mr. President, as I noted last Thursday,
adoption of the balanced budget amendment
to me is very important, but I also noted
that without a limitation on judicial review,
a limitation which was accepted during our
1994 debate, when offered by Senator Dan-
forth of Missouri, we could radically alter
the balance of powers among the three
branches of government that is fundamental
to our democracy.

So those Senators that we actively
debated with, those very honorable
Senators from West Virginia and North
Dakota and Kentucky—these are ex-
actly the same thing. I think maybe it
was a mistake that was made. A better
way to approach this would be to come
up and say, ‘“We did make a mistake, I
did not know it was the same thing,”
and perhaps we would have a chance,
still, of passing a balanced budget
amendment to the Constitution. Be-
cause until we do this, until it is in the
Constitution so we do not have any
choice, we are going to continue to
play this game where we are going to
put all of our cuts in the outyears and
we are not going to be able to pass a
balanced budget.

A balanced budget amendment is the
only other way, and I hope those six
Senators who voted for and supported a
balanced budget amendment in 1994
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would reconsider. With those votes, we
would be able to pass one and send it to
the States for three-fourths of the
States to ratify. I have no doubt in my
mind they would ratify it in a very
short period of time.

Mr. President, I suggest the absence
of a quorum.

The PRESIDING OFFICER. The
clerk will call the roll.

The bill clerk proceeded to call the
roll.

Mr. COVERDELL. Mr. President, I
ask unanimous consent that the order
for the quorum call be rescinded.

The PRESIDING OFFICER (Mr.
INHOFE). Without objection, it is so or-
dered.

Mr. COVERDELL. I commend the
Senator from Oklahoma for bringing
up the issue of Bosnia creep. I am not
going to talk about it, but I am sure we
are going to hear a lot about that in
the near term. Not only is the time in
which the troops are there being ex-
panded, but the mission is being ex-
panded as well.

If you remember, during all the testi-
mony when that decision was being
made, it was a very narrow mission.
Now we are talking about chasing
down war criminals, expanding the
mission significantly, as well as the
time.

I have to tell you that I never felt it
possible that you could have a 12-
month commitment, moving a division
like that into an area. It sounded like
you would spend the first 6 months get-
ting there and the second 6 months
leaving. So I am not surprised by this
dilemma that we found ourselves in.

HEALTH CARE REFORM

Mr. COVERDELL. Mr. President, I
want to go back, if we might, to this
issue we are confronted with on health
care reform. The situation we are in is
this. There are three motions that
must be approved in order to get the
conferees selected, and they are all de-
batable and can be filibustered. The
Senator from Massachusetts has sug-
gested to us that the filibuster would
be put into play.

So, in a sense, he is blocking the abil-
ity for a conference to come together
and deal with legitimate health care
reform.

It has not been mentioned here this
morning, but it needs to be mentioned
that the administration has a hand in
this, too. The administration, for what-
ever reason—and the Senator from
Oklahoma is just as baffled as I—does
not like medical savings accounts.

We know that medical savings ac-
counts will lead to an increase of those
insured among the young. As the Sen-
ator from Texas said, young people
sometimes feel immortal, and the cost
of health insurance is very high, taxes
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are high, savings are down and people
look for things they can do without.
Young people feel, “Well, this is some-
thing I can do without.”

So by putting a product such as the
medical savings account into the mar-
ketplace, we know that what will hap-
pen is that many of these uninsured
will take advantage of this oppor-
tunity, this unique product.

The other point I want to make
about MSA’s is for a large number of
people who use them, they will in-
crease their disposable income, because
those premiums that are not utilized
for health purposes are in the checking
account of the person, not somewhere
up here in the bowels of the Treasury
or in an insurance company’s coffers. It
is in the family’s checking account. So
they have access and will have access
to financial resources that they can
use to pursue their own dreams.

Here we have a situation where the
President and First Lady came forward
with a massive takeover of medicine by
the Government. It would have created
the largest entitlement in world his-
tory, which I have always found puz-
zling, because it was right at the same
time all of us, including the President,
was being told that entitlements are
out of control. We have had a report
that Social Security, Medicare, Medic-
aid, Federal retirement, and the inter-
est only on our debt will consume 100
percent of the U.S. Treasury within a
decade. And their response to that was
to create a new entitlement, the larg-
est one.

America took a look at that—new en-
titlement, massive Government spend-
ing, new taxes, more intrusion by the
Government, more dominance over our
lives on very personal matters—and
they said, ‘““No, we don't want that.”
And it went down in flames.

Frankly, there is a lot of conjecture
about what the 1994 elections were all
about. I, frankly, think it was a ref-
erendum on that health takeover by
the Government. I think that had as
much to do with the change in the Con-
gress. Americans said, “Now, look,
we're not for a greater Federal Govern-
ment. It is already too big.”

Then we come to the 104th Congress,
and in response to that, recognizing
there are issues that need addressing in
health care in our country, we put for-
ward a new proposal.

We eliminated job lock to allow
workers to move from one job to the
other without losing their insurance.
We have addressed the absolutely in-
credulous situation where an employee
who works for a company has their in-
surance premiums deducted, but if they
happen to work for themselves, they
cannot. What kind of nonsense is that?
So we corrected that.

We created these medical savings ac-
counts so more people would have ac-
cess to the marketplace of insurance,
so that they could save money.
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We allow tax deductions for long-
term health care, and we fight fraud
and abuse. It is a very, very sound pro-
posal that accomplishes the fact of let-
ting more people keep their insurance,
more people get their insurance, and
we create a friendly workplace for in-
surance.

There comes the third point. The
principal advocates for Government
health insurance do not want this to
become law, they do not want medical
savings accounts—the administration
and the Senator from Massachusetts—
something that 80 percent of the Amer-
ican public want, so they are going to
filibuster it. They are going to block it.
I guess they are hoping that maybe for-
tunes will change and they will have
another opportunity to come back and
foist that big-Government-health-run
program on America again.

These elections do have con-
sequences. I think this proposal that is
hung up by the opposition of Senator
KENNEDY and the White House is ex-
actly what America is asking for. I
think America will take note of block-
ing this opportunity.

I see, Mr. President, we have been
joined by the Senator from Arizona. I
believe he has asked for up to 20 min-
utes. So I yield 20 minutes to the Sen-
ator from Arizona.

Mr. KYL. Thank you, Mr. President.
I thank the Senator from Georgia.

The PRESIDING OFFICER. The Sen-
ator from Arizona is recognized.

THE WASHINGTON TAX TRAP

Mr. KYL. Mr. President, a few weeks
ago, I received a letter from Jerry Har-
bin of Phoenix, AZ, one of my constitu-
ents. Mr. Harbin works two jobs, his
wife works another job, and they earn
a modest income between them. The
Harbins, who are in their mid-fifties
contacted me because they are worried,
worried that because so much of their
earnings are eaten up by taxes, they
have been unable to save for retire-
ment. They are two, among many peo-
ple, who I hear from every day telling
me how difficult their lives are right
now and how fearful they are about
what the future has in store.

Why is it, Mr. President, that so
many families, like the Harbins, are
struggling just to keep their heads
above water? Why is it that Americans
seem to be working harder and working
longer, and yet they have less to show
for it? Why is it that more people have
to take two jobs just to make ends
meet?

The answer, I think, can be summa-
rized in three words: The tax trap. The
tax trap. It is really very simple to ex-
plain. The harder you work, the more
taxes Washington makes you pay: the
more taxes you have to pay, the longer
and harder you have to work. Only
Washington ends up with more. As
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Jerry Harbin put it, people are working
themselves into early graves just to
pay for Government programs that are
not working.

Think about what the tax trap has
done to society, to families, to working
parents. As another one of my con-
stituents, Mike Barry, of Scottsdale
put it, and I quote from a letter:

We have the greatest nation in the world
and probably the highest standard of living,
and yet because we don't have the willpower
and discipline to make the tough decisions
to get our ‘*‘checkbook” in order, we are risk-
ing our future and the future of our children.

Mr. President, Americans were once
the most optimistic people on Earth,
but that seems to be changing. In the
America my parents knew, if you
worked hard and you played by the
rules, you had enough money left over
from your paycheck to put something
away for the future and still have
enough for the little extras in life, and
that is what the American dream was
all about. It was about making a de-
cent life for ourselves and securing a
prospect for a better life for our chil-
dren.

Why is it, then, for the first time in
our Nation’s history that an entire
generation seems to be losing con-
fidence in the future? It was not that
long ago that the largest investment
most people ever thought about mak-
ing was buying a home. If they worked
hard and saved, they could buy a house,
live the American dream.

But today that dream is out of reach
for many families. Many people are
now sending more to the tax collector
than they spend on food, clothing, and
shelter combined. Let me say that
again. They are paying more in taxes
than they spend on food, shelter, and
clothing. There is nothing left over to
save for a new home. Some people, like
Margaret Bonghi of Phoenix, are really
caught in the middle. They cannot af-
ford to buy and they do not qualify for
assistance of any kind, and yet they
cannot afford to rent either. After
taxes, there is nothing left over for her
to save.

Here are the figures, Mr. President.
In 1948, Federal taxes took about 3 per-
cent of the average family's income.
But today, almost half of what people
earn goes to the Government in one
form or another—half. The tax trap
keeps families from buying their own
homes. It hurts young people, like 18-
yvear-old Jarrod Wilson in Phoenix, who
is very much upset about how much of
his earnings are taken by the Govern-
ment and wasted. He is scared about
how much of his paycheck he will be
able to keep in years to come.

High taxes are a worry for working
women who are trying to balance a ca-
reer with family obligations. Children
are put in day care because both par-
ents have to work just to have enough
left over after taxes to pay their bills.

For decades, now, Washington has as-
sured people that it can solve every
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problem with new spending or some
kind of new program. It raised taxes,
promised more, but few problems were
really solved. So it raised taxes again,
and the Government grew even bigger.
We now have a bureaucracy that in-
cludes 160 different job training pro-
grams; 240 different education pro-
grams; 300 economic development pro-
grams; and 500 urban aid programs.
Have all of these programs really made
Americans better off?

A recent audit of the Labor Depart-
ment found that about $305,000 was
spent for each participant placed in a
training-related employment program
in Puerto Rico for about 90 days. The
beneficiaries of this program were
hired to perform the menial tasks that
they had wanted to escape from by par-
ticipating in the training program in
the first place. So the program not
only failed to train people for better
jobs, it wasted millions in tax dollars
that hard-working families could have
spent on real needs.

Can Washington really afford all of
these programs? It can if it continues
to raise people’s taxes. President Clin-
ton was not in office 100 days before he
proposed the largest tax increase in the
Nation’s history, taking more of peo-
ple’s hard-earned incomes, again, to ex-
pand the size and the scope of the Fed-
eral Government.

By comparison, Republicans spent
the first 100 days last year trying to
cut spending and cut taxes only to
have President Clinton veto our bal-
anced budget and tax relief bill in the
end.

Did you ever wonder why President
Clinton and the Democrats in Congress
have been asking people to sacrifice a
little more so Washington could spend
a little more? Why? Should we not de-
mand that Government be more careful
with people’s money?

It should not surprise anyone that
more and more families find it difficult
to make ends meet, that more and
more people are forced to live from
paycheck to paycheck, and that too
many Americans want to put some-
thing away for the future but cannot,
that almost everyone feels the squeeze
from rising prices and higher taxes.
Keep in mind that the cost of the Clin-
ton administration’s policies to the
typical family is $2,600 a year in higher
taxes and lower earnings.

What then is so wrong about asking
Government to live within its means so
that people can earn more, keep more
and do more for themselves and their
families? What is wrong with fixing
problems that are broken, dismantling
programs that are unnecessary and giv-
ing the benefit back to working Ameri-
cans in the form of lower taxes?

I know there are some in Washington
who say we cannot afford a tax cut if
we are serious about balancing the
budget. They seem to view the econ-
omy as a zero-sum game. It is a line of
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reasoning that says no one can ever do
better unless someone else does worse.
If you cut one person’s taxes, then they
say you have to raise someone else’s
taxes. It is like trying to divide a pie
into ever more slices, satisfying no one
in the process.

Some of us think that we should try
to make every American better off;
that we want to grow the economy, in
effect, to make a bigger pie so that all
Americans can do better.

That is what happened during the
years that Ronald Reagan was Presi-
dent, when income tax rates were cut
25 percent across the board for every-
body. Real median family income grew
every year but one, between 1982 and
1989, rising $4,564, or 12.6 percent. That
is real median family income. It rose
over $4,500.

Inflation virtually disappeared by
1986 which, of course, protected all
Americans, but particularly senior citi-
zens on fixed incomes. Because the
economy was so much healthier, tax
revenues to the Treasury increased be-
tween $60 billion and $80 billion a year.
So actually lower tax rates resulted in
higher tax revenues to the Govern-
ment.

How can that be? It is the same thing
that happens when the manager of a
local department store schedules a sale
and he cuts the price of the products
that he sells. He does not do it to lose
money, he does it to sell more goods.
The store takes a smaller profit on
each item, but the increased volume of
sales more than makes up for the lower
prices when the store counts its re-
ceipts at the end of the day.

The same thing happens in taxes.
President Reagan cut taxes 25 percent
across the board, something that
helped to spawn the longest peacetime
expansion of our economy in the his-
tory of the country. By the end of
President Reagan’s second term in of-
fice, real gross national product had
risen by more than 4 percent. Nearly 19
million new jobs were created, over 85
percent of which were full-time jobs in
occupations with average annual sala-
ries of over $20,000 a year.

Interest rates fell, and as a result of
the healthy and growing economy, rev-
enues to the Treasury increased, as I
said, between $60 and $80 billion every
year.

That kind of growth was not unique
to the Reagan years. It was typical of
the economy’'s performance during
other tax-cutting periods. For example,
President John Kennedy proposed even
bigger proportionate tax rate reduc-
tions than President Reagan’s. Income
tax rates were reduced in the 1960's
from a range of 20 to 91 percent to a
range of 14 to 70 percent. Revenues to
the Treasury rose 66 percent by 1969.

Under Gov. Pete duPont’s adminis-
tration in Delaware in 1979, the top
State income tax rate was cut from 19.8
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percent to 7.1 percent. By 1993, State
revenues had doubled, employment in-
creased 36 percent, and welfare case-
loads fell by 40 percent.

The high-tax policies of the 1990's
have had just the opposite effect. Real
median family income has declined
$2,108, or 5.2 percent. Since the begin-
ning of 1995, the economy has only
grown at an annual rate of about 1.6
percent. More than a third of the new
jobs that have been created have gone
not to people just entering the work-
place or just getting off welfare, but to
people who had to take an extra job
just to make ends meet. Interest rates,
which had declined during most of 1995,
are now rising again after President
Clinton vetoed the balanced budget and
the tax relief package that the Con-
gress had sent him.

In fact, until Congress forced Presi-
dent Clinton to get serious about limit-
ing Federal spending last year, deficits
were forecast at $200 billion a year in
the foreseeable future, despite record-
high taxes. What that proves is that a
sluggish economy and overspending,
not a lack of revenue, are the real
causes of the Nation’'s deficit problem.

Mr. President, some economists have
proposed yet another round of income
tax rate cuts to stimulate economic
growth and to put more money back
into people’s pockets. Others have sug-
gested that more limited relief, like a
$500-per-child tax credit or a tax credit
for educational expenses, would do
more good. As Grover Norguist, who is
head of Americans for Tax Reform, re-
cently said, paraphrasing, I think, Mae
West, ““All tax cuts are good tax cuts,
and even bad tax cuts are good tax
cuts.” In other words, just about any-
thing we do to leave more money in
people’s pockets is a good thing.

But the benefit of an across-the-
board tax cut, I think, is that it
reaches out to all Americans. It treats
everyone alike, and everyone therefore
would benefit. It says to the American
people that we trust them to spend
their money in ways that is best for
themselves and their families. It would
allow people to keep more of every dol-
lar earned from their extra effort in
the workplace no matter what kind of
work they do, or from their extra in-
vestment, no matter what kind of in-
vestment they may make.

The broad nature of such a tax cut
applying to all forms of work and in-
vestment ensures that effort and cap-
ital are steered to the most productive
activities in the economy, instead of
other activities that the Government
deems the most important, through
targeted tax credits or deductions.

It also seemns to me to provide the
fairest kind of tax relief. Everyone
would be treated the same. Tax rates
would be cut 15 percent across the
board, boosting take-home pay and re-
lieving a major source of anxiety
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among people in middle and low in-
comes.

Notably, a 15-percent tax rate would
take revenues as a share of gross do-
mestic product back to where they
were before President Clinton took of-
fice—to 19.2 percent from the current
20.4 percent—effectively repealing the
Clinton tax increase.

Mr. President, I want to conclude by
suggesting that an across-the-board
tax cut is probably the best way to
stimulate the economy, the best way
to boost take-home pay, the best way
to create new jobs and, in turn, the
best way to provide more revenue to
the Treasury in order to balance the
budget.

I hope that Bob Dole and President
Clinton will bring this debate to the
American people during this upcoming
campaign so that perhaps a consensus
can develop among the American peo-
ple during the next several months, so
that when the new President takes of-
fice, the new Congress comes into of-
fice next January, we will feel some
mandate to put the will of the people
into action, to provide for an across-
the-board tax cut that can benefit us
all, allow us all to keep more of our in-
come to spend as we think best for our
family, but also, as a result of the in-
crease in economic growth, to provide
more revenues to the Treasury, to pro-
vide for the needs of the people through
Government and provide for a balanced
budget.

That is the benefit of an across-the-
board marginal income tax cut. I hope
that both candidates and those in pub-
lic policy positions will seriously con-
sider this proposal as perhaps the best
single thing that we can do for the peo-
ple that we represent, the people of
America.

Mr. COVERDELL addressed the
Chair.

The PRESIDING OFFICER. The Sen-
ator from Georgia.

Mr. COVERDELL. Mr. President, I
commend the Senator from Arizona for
his very fine remarks. I think he is
right on target. You know, it is just be-
yond comprehension that an American
family today would work from January
1 to July 3 for the Government.

I said to somebody the other day, and
I say to the Senator from Arizona, that
July Fourth has taken on a new mean-
ing. The irony of it is that it is the
first day that a working citizen, a la-
borer, can keep their paycheck. All the
rest of them they gave away to the pol-
icy wonks and the government bureau-
crats and policymakers, from their own
local communities to the Federal Gov-
ernment, the Federal Government
being the big bully on the block.

Imagine, Thomas Jefferson would be
stunned that this situation is confront-
ing labor, that over half their wages
are consumed by the government. That
means, in a sense, half their freedom
has been—
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Mr. KYL. Will the Senator yield?

Mr. COVERDELL. Yes.

Mr. KYL. The Senator said it just ex-
actly right. Independence Day takes on
a new meaning. We are finally inde-
pendent. We can keep the money we
raise and spend it on our own families
instead of funding government pro-
grams.

Mr. COVERDELL. The Senator from
Arizona is absolutely correct. The
American people know this is out of
balance. They know it. You can ask
any segment, and they will say that
they ought to work from January 1 to
about March 1, about 25 percent. So it
is double what the American people are
paying, which is, of course, why the ad-
ministration promised to lower it.

But the incredulous thing is, they did
the exact reverse and gave us the high-
est tax increase in American history
and therefore have created this enor-
mous weight, this enormous economic
burden on every working family, no
matter their age or circumstance
across our land.

I do commend the Senator from Ari-
zona and notice we have been joined by
the distinguished Senator from Ten-
nessee. I yield up to 10 minutes to the
Senator from Tennessee.

Mr. FRIST. Thank you, Mr. Presi-
dent.

The PRESIDING OFFICER. The Sen-
ator from Tennessee.

Mr. FRIST. Mr. President, I come to
the floor today to join my distin-
guished colleague from Georgia, and
having just heard the remarks, which
are right on target, from my colleague
from Arizona, addressing this issue of
taxation, where the country is going
and what we can do about it.

Mr. President, America was once the
most optimistic nation on the face of
this planet, but that is not the case
anymore. Today, thanks in large meas-
ure, I believe, to the incredible tax bur-
den that is placed on the backs of the
American people, Americans have lost
not only faith in Government, but they
have lost all hope in the future and
that the future will be better in some
way than the past.

You know, when my parents were
growing up, America was a place
where, if you worked hard and you
played by the rules, you could earn
enough to support your family and still
have a little something left over to put

away for the future, and maybe even

have a little bit to buy those little
extra special things in life. That was
what the American dream was all
about. But for most American families
today, the American dream is becom-
ing nothing but a nightmare.

When I was a child growing up, the
largest single expense that family had
was their home. It is no longer the
case. That largest single expense is the
tax bill. Today, Americans send more
each year to the tax collector than
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they spend on food and on clothing and
on shelter.

In 1950, it took just a fraction of our
income to go towards our taxes. Today,
almost half of everything they earn,
the American family earns, goes to the
Government in some form or the
other—almost half of everything they
earn. No matter what they do, they
cannot get ahead. The harder they
work, the more taxes Washington
takes out of their pockets. The more
taxes they have to pay, the harder they
work. That is what we mean when we
say we are caught in a tax trap. Wash-
ington ends up with more, but Amer-
ican families end up with less.

Mr. President, the American dream
was also about generational improve-
ment, about believing that our children
would have more opportunities, more
choices and a better life than their par-
ents. And, indeed, in America, they
should have. Why is it, then, that for
the first time in our great country’s
history, an entire generation of Ameri-
cans have lost hope and lost confidence
in the future? Why? How is it that we
have lost that wvision, that belief in
unending dreams and in limitless possi-
bility? The answer is simple: Taxes.

Mr. President, for decades Washing-
ton has told America that everything
is OK. But, at the same time, Washing-
ton has spent our children’s inherit-
ance and undermined their future. For
decades, Government not only spent
more than it took in, but spent that
money unwisely. Just to pay for what?
A growing Washington bureaucracy, a
bureaucracy that has created and en-
couraged overlapping programs—over
160 different job training programs,
over 240 education programs, over 300
economic development programs, over
500 urban aid programs.

How does Washington pay for all of
these overlapping programs? By raising
taxes through the roof. It should not
surprise anyone that more and more
American families find it harder and
harder to make ends meet, that more
and more American families are forced
to live from one paycheck to the next
paycheck, that too many Americans
want to put something away for the fu-
ture, but they simply cannot, that al-
most every single American feels
squeezed by rising prices, higher taxes,
and stagnant wages.

Yet, Mr. President, while in the first
100 days of the new Republican Con-
gress we spent our time trying to cut
taxes, to give tax relief to that Amer-
ican family, Mr. Clinton spent his first
100 days in office trying to take more
of America’s hard-earned dollars.
Against unanimous Republican opposi-
tion, President Clinton imposed the
largest tax increase in the history of
this country—S$265 billion, to be exact.
Yet, he still expects Americans to save
more and to give more, in spite of this
tax increase. No wonder most Ameri-
cans have lost hope. It is the Clinton
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crunch. It is stagnant wages and higher
and higher taxes. That is what the
American taxpayer feels.

I repeat, the Clinton crunch is hurt-
ing America every day. The Clinton
crunch is hurting the American citizen
every day. The price of Mr. Clinton's
tax trap is high. It not only costs the
typical American family $2,600 in high-
er taxes and lower earnings, but we
also pay the price of less savings, less
investment and a less certain future.
That is why, as we travel around our
various States from community to
community, we hear that the American
people are afraid. They are afraid that
they are not going to be able to afford
that interest on their children’s college
loan. They are afraid they are not
going to be able to afford to buy that
first home. Why? Because interest
rates are too high. They are afraid they
are not going to be able to pay off their
own accumulating debt. They are
afraid that they will have nothing
saved by the time they retire.

Well, it is time to end the tax trap,
and we can end the tax trap. It is time
we gave the American people some
well-deserved tax relief. It is time we
return their power, that we return
their influence, that we return their
own earnings over to them and their
futures. And it is time we, once again,
encouraged economic growth, encour-
aged opportunity, encouraged wages,
encouraged savings, and returned that
hope and that optimism that is so
characteristic of the American people.

Mr. President, Government and bu-
reaucracies did not make America
great. People made America great, peo-
ple who worked hard, who saved for the
future, who saved and invested for
their children, who made the world a
better place for that next generation,
for their children, for their grand-
children. That is what made America
great.

Our goal, the Republican goal, is to
end the tax trap. Our goal is to help
Americans not only earn more money
but keep more of what they earn, so
they can do more for themselves, d:¢
more for their families, do more fo
their communities, so they can sav.
more for their children and their fu
ture, and so they can give more to tha:
collection box on Sunday.

Yes, that is the legacy our parents
and grandparents left to us. It is the
legacy that all Americans inherited
from our Founding Fathers. Let us not
be the first generation who fails to pass
that legacy on.

Mr. President, I thank the Chair and
yield the floor.

Mr. COVERDELL. Mr. President, I
appreciate the remarks of the Senator
from Tennessee. He is on target, as
usual.
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HEALTH CARE REFORM

Mr. COVERDELL. Mr. President, let
me just say that, again, I want to close
by talking about the fact that this
Congress, the 104th, the Senate and
House, has done remarkable work in
bringing to the country some relief in
the insurance marketplace for health
insurance.

We heard, in the last Congress, about
the large number of people who are dis-
advantaged in the insurance market-
place and that they lose their insur-
ance if they change jobs. The costs are
too high. A lot of young people do not
have insurance, or somebody who has
had a medical problem has difficulty
getting insurance. We oppose vehe-
mently the idea of a new massive Gov-
ernment takeover to run every aspect
of everybody’s decisions—families and
persons.

Well, the principal advocates for a
Government takeover of health care
are now telling us that it is simply un-
acceptable that they are going to use
medical savings accounts, which is a
new opportunity in the marketplace.
The President and the Senator from
Massachusetts have keyed in on that
and said, no, that cannot be in the
marketplace. They are so opposed to
this concept that they are going to
block everything, leave the uninsured
uninsured, leave the person who cannot
move from one job to another unable to
do that, let the person sitting out
here—I met one of them just last
week—who cannot get insurance be-
cause of a preexisting condition. Too
bad. Let the self-employed, who cannot
deduct their cost for insurance—they
cannot deduct it like somebody who
works for a company—too bad, we do
not like medical savings accounts,
even though the vast number of Ameri-
cans do. So we are going to block it all,
we are going to filibuster this election
of conferees to bring a reasonable
health care solution to the country to
the table. No, America, you cannot
have it because the new leadership and
Senator Dole on our side wants this
new product called medical savings ac-
counts. So if it cannot be their way, it
will not be any way.

If you really want to get to the bot-
tom line, I think that they would be
just as fine to let it go, not let this
come into place, so we can come back
with a new match of Government pro-
posal after the next election.

Mr. President, what do folks think
about these medical savings accounts?
Here is a quote: ““Today I would like to
appeal to President Clinton to please
support the MSA issue. Nearly 3 years
ago, we went to an MSA plan, and it
has been very helpful to us.”

Is this one of those rich people they
talk about? No, it is Penny Blubaugh,
secretary and part-time bus driver for
the Danville, OH, local school district.
She is asking the Senator from Massa-
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chusetts and the President to let this
go through, saying that it has been
helpful to her. She would like others to
take advantage of it.

Here is another one: ‘“‘An amendment
to the health care package has been of-
fered to add a medical savings account
provision. The United Mine Workers
have a similar provision in our current
contract that is anticipated to produce
a significant savings to our previous
insurance.’ This is a quote from a let-
ter to PAUL SmMoON of Illinois from Dan
Reitz, political director of United Mine
Workers' State chapter in Illinois.
That does not quite fit the picture of
this so-called rich beneficiary.

“Mr. President, we believe MSA's
will be a huge benefit to the American
public. MSA’s are not a partisan issue.
Democrats supported MSA's in the 102d
and 103d Congress, and we support
them in this Congress because they are
a good idea. That increases access, con-
trols costs, and offers options.” That is
in a letter to President Clinton from
Democrat Congressmen BOB
TORRICELLI and ANDY JACOBS of New
Jersey and Indiana.

Well, the list goes on and on, Mr.
President. They have talked about—
the Senator from Massachusetts and
the White House—that it only benefits
the wealthy and the healthy. But in
truth, regarding the experience of 2,000
companies with MSA’s, a recent study
by the Rand Corp. shows that MSA's
appeal to those of all income levels and
would attract those of all health condi-
tions, including the chronically ill. In
fact, I was at a press conference and a
press interview, and one of the persons
there supporting this had fought off
what might have been a terminal ill-
ness. So it is just inappropriate to
characterize this as just serving the
wealthy and the healthy.

Mr. President, I see the hour of time
which I control has expired. I will just
close by saying I hope that the White
House will implore the Senator from
Massachusetts to allow us to proceed
with the health care reform that helps
bring insurance to small businesses, to
small farmers, people looking for some
relief, people who are looking for a
friendlier work environment in order
to obtain health insurance. The Sen-
ator from Massachusetts has it all bot-
tled up. The Senator from Massachu-
setts has it all bottled up, and that
means millions of Americans are bot-
tled up. It is time to bring this to an
end and let these reforms became part
of the American workplace.

I yield the floor.

Mr. MURKOWSKI addressed
Chair.

The PRESIDING OFFICER. The Sen-
ator from Alaska.

Mr. MURKOWSKI. I wish the Chair a
good morning, and my colleague from
Georgia. I enjoyed his reflection on
health care.

the
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ENVIRONMENTAL IMPROVEMENT
TIMBER CONTRACT EXTENSION
ACT OF 1996

Mr. MURKOWSKI. Mr. President, I
am going to speak on another subject
but it is equally important to my
State, and that the introduction by
myself along with Senator STEVENS
and Congressman YOUNG of a piece of
legislation known as the Environ-
mental Improvement Timber Contract
Extension Act of 1996. I introduced the
bill late yesterday, and I did not have
an opportunity to speak on it.

This particular piece of legislation
would provide for timber contract ex-
tension. The bill would extend for 15
years the long-term timber sale con-
tract on the Tongass National Forest
between the Forest Service and the
Ketchikan Pulp Corp. which is a sub-
sidiary of Louisiana Pacific. This ex-
tension would provide Ketchikan Pulp
with a stable timber supply over a suf-
ficient length of time to amortize the
cost of a new environmentally im-
proved pulp mill. Improvements and
energy efficiency equipment would be
installed at a cost of somewhere be-
tween $150 million and $200 million.

It is interesting to reflect that when
this mill was first built back in the
mid-fifties the total cost of the mill
was somewhere in the area of $55 mil-
lion. In any event, Ketchikan Pulp
Corp.’s situation is extremely unique
because all of its timber comes from
the national forest. In my State of
Alaska there is no State forest of any
consequence in southeastern Alaska,
and the only private timber that is
available is owned by the Native re-
gional corporations.

We also have a unique difference in
that we have in the Tongass people
who live in the forest in the towns of
Ketchikan, Juneau, Wrangell, Peters-
burg, Sitka, Haines, Skagway are all in
the forest, and were in the forest before
the forest was created. And the theory
was when the Nation’s largest national
forest was created there would be suffi-
cient timber set aside for the modest
industry that was in existence. We
have seen some changes in that policy.

So I am introducing this bill as a re-
sult of, first, the important role that
Ketchikan Pulp plays in the social,
economic, and environmental vitality
of southeastern Alaska; two, the strong
bipartisan support within our State for
this action; three, the record from the
two field hearings which I held last
month in southeastern Alaska in Ju-
neau and Ketchikan which overwhelm-
ingly supports the introduction of this
legislation; fourth, the realization that
the performance of the Forest Service
strongly indicates that without some
congressional intervention the Ketch-
ikan Pulp mill will not survive without
an adequate supply of timber.

Let me elaborate on each of these
factors because they are important.
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Let me describe the nature of the
southeast forest in the Tongass. Thirty
percent of our timber is dead or dying.
It is old growth, virgin timber. But as
with any living thing there is a process
of growing, maturing, and then the
death of the trees begin. The theory of
utilizing these trees which have
reached their maturity and are in the
process of dying is the forest process of
evolution which is associated with tim-
ber development. So what we have is a
product that is only suitable for wood
fiber, and as a consequence there is a
justification for the pulp mill. Without
the pulp mill, the lumber mill would be
less profitable and the pulp would have
to be exported creating virtually no
jobs in my State.

So let me share with you what the
forest told us about the evolution and
the importance of the contract with
southeastern Alaska as of May 28 at
the oversight hearing in Ketchikan:

The long-term contracts in Alaska which
required the construction and operation of
manufacturing facilities such as sawmills
and pulp mills facilitated the establishment
of a timber industry in Southeast Alaska.

Prior to the 1950's, economic conditions in
Southeast Alaska were characterized as
boom-bust. Federal government employ-
ment, mining and salmon processing were
the economic mainstays. After World War II,
mining was essentially gone, leaving a small
local timber industry and commercial fish-
ing in the natural resources sector. Both the
timber and commercial fishing industries
were subject to market swings from year to
yvear and were seasonal in terms of employ-
ment. The United States favored the expan-
sion of the timber industry through several
long-term timber sales on the Tongass Na-
tional Forest to stabilize employment in
Southeast Alaska.

Making the best use of the timber on the
Tongass required having suitable markets
for both high and low quality timber and
species. The markets were largely export
markets in the Pacific Rim and were some-
what limited by the need to use most of the
timber for pulp. The Forest Service advo-
cated the use of long-term sales to establish
a pulp industry that would bring greater eco-
nomic diversity to the region and more year-
round employment. If successful, more serv-
ice and trade establishments were expected
to follow—creating greater tax bases, which
would provide opportunities for improved
services, such as schools, water, fire protec-
tion, and the like. For all of this to come to-
gether, however, the Forest Service had to
guarantee a long-term, stable timber supply
to attract outside capital investment.

I found this testimony compelling,
Mr. President. The Forest Service wit-
nesses recounted the decisions of their
predecessors back at the time right
after the war in the late 1940’s. Far-
sighted people recognized the nature
and the importance of the resource and
planning for an environmentally and
economically secure future. The Forest
Service recognized that, as a sole
owner of land and timber, it controlled
the economic and environmental vital-
ity of the region.

What is the situation today? Why has
it changed? Today Ketchikan Pulp
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Corp.’s operations directly or indi-
rectly provide about 25 percent of the
total annual employment wages in
Ketchikan. Ketchikan Pulp Corp.’s mu-
nicipal real estate and sales tax gen-
erated about $13.6 million in revenues
in 1992.

More broadly, the southeastern Alas-
ka timber industry is the dominant
contributor to real estate development
in Ketchikan. More than 25 percent of
all the households are timber depend-
ent, and the typical timber employee
can purchase more than 90 percent of
the existing housing units. Ketchikan
Pulp comprises more than 50 percent of
the total borough's industrial assessed
valuation.

I might add, Mr. President, that this
is the only year-round manufacturing
plant in our State of Alaska. So its im-
portance cannot be understated.

We have tourism and fishing that are
also important to the economy. But we
need all of our basic industries—tim-
ber, fishing, and tourism—in that part
of the State to maintain the healthy
economy in the region. Quite simply,
without some stability of timber sup-
ply, the economies of the region gen-
erally, and Ketchikan specifically, are
in trouble.

Perhaps that is why the proposal to
extend the KPC contract has received
broad, bipartisan support from elected
officials throughout the State. Earlier
this year, the Alaska Senate voted 18
to 1 to support a resolution urging the
Congress to extend the contract. The
Alaska House voted 34 to 3 to support
the same measure. These are extraor-
dinary margins of support.

I will submit the resolution for the
RECORD at this time, and ask it be
printed in the RECORD.

There being no objection, the resolu-
tion was ordered to be printed in the
RECORD, as follows:

SENATE JOINT RESOLUTION NO. 40 IN THE

LEGISLATURE OF THE STATE OF ALASKA

Whereas, for the last 40 years, the timber
industry operating on national forest land in
Southeast Alaska has been the largest pri-
vate employer in Southeast Alaska; and

Whereas the United States Forest Service
strategy for creating permanent year-round
employment through a timber industry in
Southeast Alaska has been to offer long-
term contracts to attract pulp mills to use,
and add value to, low-grade and by-product
materials from timber harvesting; these pulp
mills serve as a market for pulp logs and
chips from the sawmills in Southeast Alas-
ka; and

Whereas pulp mills assure full utilization
and protect forest health by using that sig-
nificant portion of the Tongass National
Forest that consists of dead, dying, and over-
mature timber; and

Whereas, since passage of the Tongass Tim-
ber Reform Act of 1990 (TTRA), a pulp mill
and a major sawmill have closed, and more
than 40 percent of the timber industry has
been lost due, in part, to the failure of the
United States Forest Service to make avail-
able the approximately 420,000,000 board feet
per year needed to meet the jobs protection
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promises made by those who sought passage
of the TTRA, all of which has created severe
social and economic harm to the timber in-
dustry, its workers, and timber-dependent
communities in Southeast Alaska; and

Whereas another of the reasons for the clo-
sure of the Sitka pulp mill was the adverse
economic impacts of unilateral changes to
its long-term contract made by the TTRA,
those unilateral changes also adversely im-
pact the economics of the Ketchikan Pulp
Company (KPD) contract; and

Whereas KPC, which obtained a long-term
contract to help create year-round jobs in
Southeast Alaska, is the sole remaining pulp
mill in Alaska, a major employer in South-
east Alaska, and the market for pulp logs
and chips from all the other sawmills in
Southeast Alaska; and

Whereas the loss of the KPC pulp mill
would lead to the loss of the entire industry
now operating on the Tongass National For-
est with devastating social and economic ef-
fects on families and communities through-
out Southeast Alaska; and

Wheregs KPC pulp mill faces an uncertain
future, not of its own making, as a result of
the continuing log shortage created by the
fallure of the United States Forest Service
to meet its volume and requirements under
KPC's contract and the TTRA, as a result of
the adverse economic impacts to its long-
term contract caused by the unilateral
TTRA changes, and as a result of the re-
quirement that more than $155,000,000 in cap-
ital expenditures be made over the next few
years to meet new and ever changing federal
environmental standards and operating
needs; and

Whereas, as a matter of economic common
sense, KPC cannot make all the necessary
expenditures without the federal government
extending its contract for a sufficient period
to amortize those expenditures, without an
adequate supply of timber, and without
modifying those portions of the unilateral
TTRA contract changes that have adversely
impacted the contract's economics; and

Whereas the legislature finds that an addi-
tional 15 years is a minimum reasonable pe-
riod to extend the KPC's timber sale con-
tract to allow such amortization and to pro-
vide opportunities for value-added alter-
natives that maximize the number of jobs
and assures environmentally sound oper-
ations; and

Whereas the legislature finds that suffi-
cient timber must be made available to
maintain the KPC contract, to provide
100,000,000 board feet for the contracts to
small business, and to reopen the Wrangell
facility and a by-product facility in Stika; be
it

Resolved, That the Alaska State Legisla-
ture respectfully urges the Alaska delegation
in Congress and the Governor to take all
steps necessary, this year, to extend the
Ketchikan Pulp Company long-term con-
tract for an additional 15 years and modify
those portions of the contract which the
TTRA unilaterally impacted, because such
an extension and modification are critical to
the environmental, social, and economic
well-being of the Tongass National Forest
timber workers, their families, and timber-
dependent communities in Southeast Alaska
and because such an extension is in the pub-
lic interest of the State of Alaska; and be it
further.

Resolved, That the Tongass National Forest
should be managed for a healthy and diversi-
fied economy for the benefit of all users, in-
cluding value-added forest products, com-
mercial and sport fishing, seafood process-
ing, tourism, subsistence, sport hunting, and
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local businesses that provide goods and serv-
ices; and be it further. -

Resolved, That the Alaska State Legisla-
ture also respectfully urges the Alaska Con-
gressional Delegation, the Governor, and the
United States Forest Service to take action
this year to assure that sufficient timber be
made available as part of any revision of the
Tongass Land-Use Management Plan to
maintain the Ketchikan Pulp Company con-
tract, to provide 100,000 board feet for small
business contracts, and to reopen the
Wrangell facility and a by-product facility in
Sitka.

Copies of this resclution shall be sent to
the Honorable Bill Clinton, President of the
United States; the Honorable Daniel R.
Glickman, Secretary of the U.S. Department
of Agriculture; the Honorable Bruce Babbitt,
Secretary of the U.S. Department of the In-
terior; the Honorable Newt Gingrich, Speak-
er of the U.S. House of Representatives; the
Honorable Strom Thurmond, President Pro
Tempore of the U.S. Senate; and to the hon-
orable Ted Stevens and the Honorable Frank
Murkowski, U.S. Senators and the Honorable
Don Young, U.S. Representative, members of
the Alaska delegation in Congress.

Mr. MURKOWSKI. Further, the Gov-
ernor joined in, offering his support for
congressional action to extend the con-
tract. In a May 23 letter to me, Gov.
Tony Knowles informed me that the
State of Alaska supports a KPC con-
tract extension, contingent on KPC’'s
agreement with the following five prin-
ciples: to protect the environment,
Alaska jobs, and other forest users; and
to utilize the Tongass Land Manage-
ment Planning [TLMP] process and
value-added processing techniques. I
am pleased to say that these conditions
have been agreed to by KPC and are in-
cluded in the compromise legislation I
have introduced today. I will include
the Governor’s letter for the RECORD.

I ask unanimous consent that it be
printed in the RECORD as well.

There being no objection, the letter
was ordered to be printed in the
RECORD, as follows:

STATE OF ALASKA,
OFFICE OF THE GOVERNOR,
Washington, DC, May 23, 1996.
Hon. FRANK MURKOWSKI,
U.S. Senate, Washington, DC.

DEAR SENATOR MURKOWSKI: On behalf of
Governor Tony Knowles, I hereby submit, for
the hearing record, the attached letter from
the Governor to Mr. Mark Suwyn, Chairman
of Louisiana-Pacific Corporation, concerning
a possible contract extension for the Ketch-
ikan Pulp Company (KPC).

As the attached letter indicates, the State
of Alaska supports a KPC contract exten-
sion, contingent on KPC's agreement with
the following five principles: to protect with
environment, Alaska jobs, and other forest
users; and to utilize the Tongass land Man-
agement Planning (TLMP) process and
value-added processing techniques. The
State’'s support for a contract extension,
however, leaves for the federal public process
to resolve the issues of volume, contract du-
ration, and pricing structure.

With respect to the TLMP process, which
we understand you are also having hearings
on, the State continues to provide informa-
tion and comments to the United States For-
est Service in an effort to develop a manage-
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ment plan for the Tongass that is based on
sound science, prudent management, and
meaningful public participation.

In addition to this letter for the record,
the State plans to be represented at the
hearings by Veronica Slajer, of the Depart-
ment of Commerce and Economic Develop-
ment, who will be in attendance to listen to
the testimony of the witnesses. As we in-
formed your staff earlier, Ms. Slajer will not
be testifying at the hearings, but the State
is interested in learning about what others
think about these issues so that the State
can incorporate these thoughts in the formu-
lation of State policy.

Thank you for considering the State's
views.

Sincerely,
JOHN W. KATZ,
Director of State/Federal Relations and
Special Counsel to the Governor.

Mr. MURKOWSKI. After receiving
these views from the legislature and
the Governor, I scheduled two over-
sight hearings on May 28 and May 29 in
Ketchikan and Juneau, respectively.
What I heard at these hearings was
overwhelming support for the legisla-
ture’s resolution, the Governor’s ac-
tion, and the extension of the KPC con-
tract. I heard from tourism interests,
bankers, and fishermen who supported
the contract extension. While not
unanimous, the preponderance of testi-
mony offered over the 2 days—and I
might add there were demonstrators
who marched in Ketchikan, as well as
in Juneau. Most of them, I am pleased
to say, wanted to extend the contract—
a larger portion, of course, in Ketch-
ikan. These people recognize that there
is no alternative source of timber
available.

Last, I am introducing this legisla-
tion today because I have finally lost
confidence in the ability of the Forest
Service to provide a stable and sustain-
able supply of timber for southeast
Alaska. Over the past few years, the
agency has fallen further and further
behind in keeping a working timber
sale pipeline. This problem has wors-
ened despite the efforts of Senator STE-
VENS to provide the agency with addi-
tional funding for timber sale prepara-
tion. Consegquently, more than half of
the operating mills in southeast Alas-
ka have closed their doors during the
last few years during this administra-
tion’s watch. KPC is the last remaining
pulp mill in the State. We only have
the one.

This situation is absolutely critical.
The Tongass is our Nation's largest na-
tional forest. Yet the level of economic
activity associated with the production
of forest products is very small, and
sinking. We have only one pulpmill and
a few scattered sawmills left. Employ-
ment in the industry has fallen 40 per-
cent since 1990. New Yorkers burn more
wood in their fireplaces and stoves
than we harvest in southeast Alaska
each year. Yet we have the largest of
all our national forests.

In its May 28 testimony, the Forest
Service acknowledged that the con-
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tract with Ketchikan Pulp Co. [KPC]
has played an important role in the de-
velopment of Alaska’s resources in
southeast. Given this admission, one
would think that the Forest Service
would want to see the mill stay. One
would expect the Forest Service to
weigh in in favor of a contract exten-
sion. But not so.

In very disappointing testimony, the
agency maintained that the terms of
the existing contract provide that all
obligations and requirements of the
long-term contract must be satisfied
on or before June 30, 2004. In response
to questions about any future obliga-
tions past that date, the agency in-
sisted that it has none—none. This tes-
timony was offered even though the
preamble to the contract discusses a
commitment to a permanent economic
base.

On the question of whether Congress
should extend the contract, the Forest
Service testified that a long-term com-
mitment of resources through a timber
contract could further affect the flexi-
bility of management on the Tongass—
I do not know what that means, but I
have an idea—and, further, that we are
committed to completing the revision
of the Tongass land management plan
before we begin any discussion of fu-
ture long-term commitments to timber
related industries in Southeast. Yet in
response to questions, the agency wit-
nesses could not tell me: First, whether
such commitments could be made
within the latitude provided by the
range of alternatives in the draft
TLMP; second, whether additional Na-
tional Environmental Policy Act anal-
ysis would be required; or third, wheth-
er such commitments would actually
be precluded by the selected alter-
native of the final plan. The testimony
was extremely unsettling. It convinced
me that either the Forest Service and/
or the administration would like to see
the KPC mill go away.

They have apparently no interest in
seeing KPC invest $200 million to pio-
neer chlorine-free manufacturing tech-
nology that could benefit environ-
mental control efforts nationwide. I
think this is also tragic.

Mr. President, the simple facts are
that without the contract extension
KPC will be unable to amortize the re-
quired capital investments for environ-
mental improvements, and it will go
away. The company’s new CEO also
testified on May 28. He was refresh-
ingly, if not reassuringly, frank. He
said:

In the very near future, we have to decide
whether to continue the large investments
required to make KPC viable or whether the
losses currently being inflicted by the inap-
propriate implementation of the contract
can be carried any longer. Now, we are going
to make that decision relatively soon. This
is not an issue for the year 2003. This is a 1996
issue and decision.

We will make that decision, first of all,
based on just to keep running today we must
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have the Forest Service meet the intent of
the long-term bilateral contract, including
the volume and pricing provisions. And,
then, secondly, to continue to invest at the
rapid rate that we are right now, millions of
dollars per quarter, this revised version of
the long-term contract must be extended a
minimum of 15 years at an offering level of
192 million board feet per year.

The people of KPC and the thousands of
people who have worked with us have met
its—their contractual obligations to develop
the economy and provide permanent, year-
round employment for Southeast Alaska. We
want the government to meet its contractual
obligation to provide a sufficient volume of
economically viable timber in a timely fash-
ion.

Some in southeast Alaska suggest
that the region does not need the KPC
pulpmill to have a successful and sus-
tainable timber industry. What is need-
ed, in their opinion, is to eliminate the
monopoly contract and develop more
small, value-added manufacturing fa-
cilities.

This is wishful thinking. The inde-
pendent mill witnesses at our hearings
indicated that the lack of a stable tim-
ber supply will preclude any additional
investments in southeast Alaska. The
manufacture of pulp is a higher value
added process than any of the alter-
natives suggested by opponents of the
pulpmill. The loss of the pulpmill will
destabilize the industry and the infra-
structure of the region, and have a
chilling effect on future industry in-
vestments. Available capital will mi-
grate to other regions.

Mr. President, I cannot stand idly by
and watch the town of Ketchikan die. I
will not. I have introduced and ask re-
spectful consideration of, the Environ-
mental Improvement Timber Contract
Extension Act. A copy of the bill and a
section-by-section analysis was in-
cluded.

I yield the floor.

The PRESIDING OFFICER. The Sen-
ator from New Mexico, under a pre-
vious order, has a period of 15 minutes
under his control.

The Chair recognizes the Senator
from New Mexico.

USE THE DISASTER RESERVE OF
GRAIN

Mr. BINGAMAN. Mr. President, I will
try to talk for a few minutes here to
alert my colleague and anybody watch-
ing about the importance of a Senate
resolution which I submitted, along
with Senators DASCHLE and DOMENICI
and PRESSLER and LEAHY. That is Sen-
ate Resolution 259. It was agreed to by
unanimous consent. I call on the Sec-
retary of Agriculture to give that reso-
lution very serious consideration.

The resolution simply states that it
is the sense of the Senate that the Sec-
retary of Agriculture should use the
disaster reserve of grain, which is
under his authority, to alleviate the
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distress of livestock producers. This
should be done in the most efficient
manner practicable, including cash
payments from the sale of commodities
that are in the disaster reserve.

The disaster reserve currently has
about 44 million bushels of grain. The
Secretary of Agriculture has two
choices, essentially, as to how to pro-
ceed in compliance with the resolution.
He can transport the grain from the
Midwest, where it is currently stored,
to the southwest, where that grain is
needed.

Of course, this kind of an option
would be time consuming; it would be
inefficient. The other alternative, and
that is what we urge in our resolution,
is that he could sell the grain on the
open market and use the proceeds from
the sale as cash payments to livestock
producers who are in the most distress.
This action would provide significant
relief to ranchers in New Mexico and in
many other States.

Mr. President, the resolution I have
referred to represents one of several ef-
forts that we have made to provide im-
mediate assistance to livestock produc-
ers. Those in the livestock industry
cannot wait for the normal period that
it takes to pass legislation in this Con-
gress.

Many people have had to sell their
cattle because they could not afford to
feed those cattle. To bring a calf to
market today, to get it up to the
weight where you can bring it to mar-
ket, a rancher is required to spend
about $350 on grain. Under the present
circumstances, he could be expected to
sell that calf for 3200 or less. That, of
course, does not make sense. Many
ranchers have had to sell their entire
herds now, at this point, when the price
of cattle is at a near all-time low.

A rancher from Quay County in my
State on the east side of New Mexico
reported that semis loaded with cattle
have had to wait up to 18 hours to be
unloaded at the slaughterhouse in Her-
eford, TX. The cattle that remain on
the range are in poor health.

Twenty-two of the thirty-three New
Mexico counties have been declared
disaster drought areas. Farmers in
these counties, in many cases, have
had to plow their fields into large clods
to keep the wind from blowing precious
topsoil away.

Without question, the current hard-
ships affect the entire community. In
certain areas of New Mexico, banks are
having to let ranchers and farmers pay
only interest on their loans.

This drought has also started an
early fire season with very devastating
results in my State. As of May 5, fires
had burned 162,000 acres of Federal land
in the two States of Arizona and New
Mexico. This figure is twice the area
burned in the entire year of 1995. As a
result, in our State, fireworks have
been banned statewide.
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Part of my State did receive rain in
the last 2 days. However, as welcome as
that rain is, it is clearly not enough.
We have talked to various extension of-
fices around New Mexico, and the indi-
cations are that the amount of rain re-
ceived was very sparse and widely dis-
tributed. In Chaves County, the exten-
sion office indicated that they received
one-tenth of an inch of rain in areas
that are usually farmed, and even less
than that in grazing areas.

The normal rainfall from January
until the present time is about 2
inches. In Eddy County, in the south-
east part of our State, they reported
they had a few drops of rain a few days
ago. Roosevelt County, on the east side
of New Mexico, had one-half inch in the
town of Portales, but less out in the
county. Lincoln County indicated that
there was some rain in Carrizozo, none
out in the rest of the county.

Mr. President, let me show a chart
which I think makes the case much
better than a description by me could
make. This is the Palmer drought
index, which is the primary way in
which people in the weather predicting
business and weather analysis business
determine the extent of the drought
that is being experienced.

This is a map as of May 25 of this
year. It is the most recent map.
Though the map was made on June 4, it
is valid for the period up through May
25.
This shows that the blue, or tur-
quoise areas on the map are those
which are considered moist, by normal
standards.

The yellow areas—and you can see
much of the Northeast is having a
moist season so far this year—the yel-
low areas are normal.

The tan areas are moderate.

The reddish areas are severe drought.

And then the purple areas are listed
as extreme drought.

You can see the very large area
throughout the Southwest that is list-
ed as experiencing extreme drought
conditions under this map. Most of my
State, most of Arizona, much of Cali-
fornia, much of Nevada are listed in ex-
treme drought conditions. Mr. Presi-
dent, this is not a modest problem; it is
a very serious problem for the State.

We have seen some measures taken
to deal with this hardship, but they are
not enough. The President has an-
nounced some actions, but I believe we
must pursue all avenues available. For
this reason, I continue to encourage
the Senate to take up and to pass a bill
that I introduced on May 13, S. 1743,
the Temporary Emergency Livestock
Feed Assistance Act of 1996. We re-
quested the Secretary of Agriculture to
give us his comments on that bill, and
I have a letter from him, which I ask
unanimous consent be printed in the
RECORD following my remarks.

The PRESIDING OFFICER. Without
objection, it is so ordered.
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(See exhibit 1.)

Mr. BINGAMAN. Mr. President, let
me read two or three sentences from
that. The Secretary of Agriculture, in
this letter dated the 12th of June, says:

The Department of Agriculture supports
the concept and intent of the proposed legis-
lation as a means to provide some form of as-
sistance to livestock producers who cannot
receive assistance under either crop insur-
ance or the Noninsured Crop Disaster Assist-
ance Program, as the administration pro-
posed in legislation submitted to Congress
last year in formulating the 1996 farm bill.

He goes on to say:

The extension proposed in S. 1743 could be
operated through the current LFP policy and
procedure with very limited changes. There-
fore, if the legislation were enacted, it could
be implemented in a very short timeframe.

Under the bill, Mr. President, the
producers who have suffered at least a
40-percent loss of feed production
would be able to apply for assistance
through their local farm service agen-
cy. The livestock eligible would be cat-
tle, sheep and goats.

The old program was funded through
the Commodity Credit Corporation.
This bill changes that funding mecha-
nism. S. 1743 targets $18 million from
the Cottonseed and Sunflower Seed Oil
Export Assistance Program. If market
conditions remain the same, we are in-
formed that these funds will go
unspent this year unless we use them
for the purpose that we have des-
ignated in S. 1743.

Mr. President, we now have 16 co-
sponsors for this legislation. It is a
very impressive bipartisan group of co-
sponsors: Senators DASCHLE, DOMENICI,
Bavucus, GrRAMM, DORGAN, GRASSLEY,
EXoN, HATCH, HARKIN, INHOFE, JOHN-
sToN, KvyL, FEINSTEIN, PRESSLER,
HuTcHISON, and KASSEBAUM are all co-
sponsors of the legislation with me. I
urge other Senators to join us in this
legislation.

This bipartisan bill will give imme-
diate relief to the livestock industry. I
know there are some in this body who
hesitate to resurrect a program that
was eliminated in the recently enacted
farm bill, but let me point out that S.
1743 addresses many of the reasons that
the program was eliminated and cor-
rects the problems.

Several provisions have been placed
into the bill to guard against some of
the abuses that had been pointed out in
the program previously. For example, a
rancher must have owned or leased the
livestock covered in our proposed legis-
lation for at least 180 days. If the
rancher has not owned or leased the
livestock for the required time, there
are certain exceptions that the Sec-
retary would have to approve. This will
ensure that additional livestock are
not purchased for the sole purpose of
benefiting from this program.

Also there is language that allows
the Secretary to determine the quan-
tities of forage sufficient to maintain
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livestock based on the normal carrying
capacity of the land. The language is
intended to discourage anyone from
overstocking the land above the carry-
ing capacity and receiving assistance
for that effort.

Further, S. 1743 would not revive the
program indefinitely. This bill pro-
poses to allow the program to exist
only through 1996. That year, of course,
is essentially half over. The practical
effect of S. 1743 is that it would provide
short-term assistance for the livestock
industry until adequate rain does
come.

S. 1743 differs significantly from the
livestock feed program in regard to
how it is funded. We have identified $18
million that will go unspent this fiscal
year. The old program was funded
through the Commodity Credit Cor-
poration. We do not upset any of the
funding mechanisms created in the
newly enacted farm bill. Instead we
spend money that otherwise would be
returned to the Treasury.

As I have stated, Mr. President, the
livestock industry in my State and in
much of the Southwest needs imme-
diate relief. Until the livestock indus-
try receives some immediate assist-
ance, I ask the Senate to continue
moving ahead with Senate bill 1743.
Given the choice of whether this $18
million is to be used for drought emer-
gency or returned to the Treasury, I
believe the choice is clear, given the
crisis that we face.

Mr. President, as I indicated a week
or so ago speaking on the floor on this
same subject, we cannot legislate rain.
But we can legislate some measure of
relief during this time of crisis. We
should do so. I urge my colleagues to
join me in doing so. Mr. President, I
vield the floor.

EXHIBIT 1

DEPARTMENT OF AGRICULTURE,
OFFICE OF THE SECRETARY,
Washington, DC, June 12, 1996.
Hon. JEFF BINGAMAN,
U.S. I;S'Cenate, Senate Hart Building, Washington,

DEAR JEFF: This is in response to your re-
quest for comments regarding 5. 1743, a bill
“To provide temporary emergency livestock
feed assistance for certain producers, and for
other purposes.”

S. 1743, basically mirrors the Livestock
Feed Program (LFP) that was suspended, for
crop years 1996 through 2002, by the Federal
Agriculture Improvement and Reform Act of
1996, signed on April 4, 1996, with two excep-
tions: (1) eligible livestock, which the pro-
posed legislation limits to cattle, sheep, and
goats; and (2) funding. Funds for the expired
program originated in the Commodity Credit
Corporation, whereas the proposed legisla-
tion specifies that the Secretary of Agri-
culture shall use not more than $18 million
that otherwise would have been made avail-
able to carry out the cottonseed oil and
sunflowerseed o0il export assistance pi
established under section 301(b) of the Disas-
ter Assistance Act of 1988.

The Department of Agriculture (USDA)
supports the concept and intent of the pro-
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posed legislation as a means to provide some
form of assistance to livestock producers
who cannot receive assistance under either
crop insurance or the Noninsured Crop Disas-
ter Assistance Program (NAP), as the Ad-
ministration proposed in legislation submit-
ted to Congress last year in formulating the
1996 Farm Bill. The extension proposed in S.
1743 could be operated through the current
LFP policy and procedure with very limited
changes. Therefore, if the legislation were
enacted, it could be implemented in a very
short timeframe.

The long-term Palmer Index, as of May 11,
1996, indicates that extreme drought cur-
rently is occurring in parts of Arizona, Cali-
fornia, New Mexico, Nevada, Texas, and
Utah. The Palmer Index also shows that se-
vere drought is occurring in parts of Arizona,
Colorado, Kansas, New Mexico, Oklahoma,
Texas, and Utah.

USDA would support S. 1743 if it were
modified so that benefits under the proposed
legislation would be made available only to
those producers who are not eligible to re-
ceive assistance under NAP or crop insur-
ance. If careful consideration is not given to
eligibility criteria, the $18 million funding
provided for the legislation will be inad-
equate. NAP assistance on privately-owned
land is available for seeded forage and for na-
tive forage. On Federal or State-owned lands,
NAP assistance is available only for seeded
forage. Vegetation occurring naturally with-
out seeding is considered native forage.
Seeded forage is defined as acreage which is
mechanically seeded with grasses or other
vegetation at regular intervals, at least
every T years, in accordance with good farm-
ing practices.

Because LFP benefits may fluctuate fre-
quently during the feeding period, it would
be advisable to provide for a 30-day sign-up
period in order to make an early determina-
tion of potential expenditures and to issue
advance payments accordingly.

The requirements in section 6, of the pro-
posed bill, Report on Use of Disaster Reserve
for Livestock Assistance, are extraneous,
and need not be included. the Administration
is quickly developing a mechanism for dis-
tributing the Disaster Reserve stocks and
will announce it very soon.

The Office of Management and Budget ad-
vises that there is no objection to the pres-
entation of this report from the standpoint
of the Administration’s program.

Sincerely,
DAN GLICKMAN,
Secretary.

Mr. KENNEDY addressed the Chair.

The PRESIDING OFFICER. The
Chair recognizes the Senator from Mas-
sachusetts.

Mr. KENNEDY. Mr. President, I un-
derstand that the leader has some 20
minutes of time?

The PRESIDING OFFICER. The
Chair advises the Senator from Massa-
chusetts that is correct.

Mr. KENNEDY. I yield myself 12 min-
utes of the leader’s time.

The PRESIDING OFFICER. The
Chair recognizes the Senator from Mas-
sachusetts.

Mr. KENNEDY. I thank you.

MEDICAL SAVINGS ACCOUNTS

Mr. KENNEDY. Mr. President, the
House and the Senate Republican com-
promise on medical savings accounts is
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a capitulation to House Republicans
who are more interested in creating an
issue and serving a special interest
constituency than in passing a bill.

I listened with interest to speeches
this morning that accused the Demo-
crats of blocking health reform by not
agreeing to the appointment of con-
ferees. This kind of claim cannot pass
the truth-in-advertising test. Let us
look at the record. Medical savings ac-
counts was defeated by the full Senate.
The health insurance reform bill passed
the Senate by 100 to 0 without medical
savings accounts—100 to 0 without
medical savings accounts.

When the majority leader attempted
to appoint conferees, he proposed a
stacked conference—a degree of tilting
unprecedented in the last three con-
ferences. His only goal was to assure
the bill that came out of the con-
ference included this bill-killer provi-
sion. The Democrats will not consent
to this abuse of congressional proce-
dures. And we will continue to fight to
pass a bill the President can sign, a bill
that will improve health insurance, not
ruin it.

We are ready to talk to the Repub-
licans anywhere, any time. We do not
need a conference to work out this leg-
islation, if the Republicans are willing
to compromise. But we will not agree
to a conference that has the sole goal
of assuring the death of this bill by in-
cluding in it an unacceptable provision
rejected by the Senate.

Let us be clear about who is blocking
health reform. Health reform passed
the Senate 100 to 0. It was a clean, bi-
partisan bill. If it were passed by the
House today it would be signed by the
President tomorrow. The American
people are tired of partisan bickering.
They want us to pass the bill that
passed the Senate with unanimous sup-
port. The American people deserve to
have insurance reform enacted. The
House Republicans should not be try-
ing to kill it by insisting on an ex-
treme partisan agenda.

Medical savings accounts have be-
come the Trojan horse that could de-
stroy health insurance reform. This un-
tried and dangerous proposal does not
belong in the consensus insurance re-
form bill. It has already been rejected
by the Senate. A bill containing it can-
not be enacted into law and signed by
the President.

Democrats and the White House have
offered a fair compromise which would
provide for a controlled and limited
test of the MSA concept to see if it
should be expanded. But the House Re-
publican leadership has said that it
will be their way or no way. As Major-
ity Leader ARMEY said yesterday, “I
will not give up [on] medical savings
accounts,” and he dared the President
to veto the bill. The latest Republican
proposal clearly reflects this partisan
strategy.
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The Republican leadership pretends
their proposal is a fair attempt to deal
with concerns about medical savings
accounts. But it is nothing of the kind.

Under their proposal, medical savings
accounts could be sold to all small
businesses and the self-employed im-
mediately. This opens MSA’s to a mas-
sive market, consisting of more than 40
million workers, one-third of the Na-
tion's entire labor force. This is hardly
a controlled, limited test.

Even more serious, experts agree
that the small business sector of the
health insurance market is the most
vulnerable to the disruption that medi-
cal savings accounts would cause. The
joint tax committee concluded that the
sales of medical savings accounts
would be concentrated in small and
medium-sized firms.

The proposal would clearly go beyond
the bounds of what is acceptable, even
if it stopped there. But it does not.
After 3 years in which medical savings
accounts are sold in this vast market,
the accounts would be expanded to ev-
eryone. Only if both the House and
Senate voted to stop the expansion
would it be prevented. Rather than
evaluation by an impartial body, the
evaluators would be chosen by the
chairmen of the Finance and the Ways
and Means Committees, both strong
proponents of MSA’'s. This is not a test.
It is a travesty.

There are other objectionable aspects
of this compromise. It sets a deductible
that is $5,000 per individual and 37,500
per family, far beyond the means of
working families. Instead of capping
the obligations to people who finally
meet the deductible, it allows the in-
surance company to subject them to
further unlimited costs that the in-
surer is not obligated to cover.

Do we understand that? We are talk-
ing about a 85,000 deductible. Then
after an individual reaches that $5,000
deductible, additional deductibles or
co-payments can be added on.

So, Mr. President, we have to ask
ourselves, what working family is
going to be able to afford that per
year? What senior citizen? What group
of Americans would be able to afford
that? Only a very small number of
Americans would be able to afford to
pay those costs. And they would be the
wealthiest individuals and obviously
the healthiest, the ones that do not be-
lieve they would have any kind of
health care needs over the course of a
year.

Beyond these problems, there is no
guarantee under the Republican pro-
posal that the company cannot cancel
your policy, or cannot establish a life-
time ceiling on benefits or a yearly
limit. We had the debate here on the
floor, on the Jeffords’ amendment
which would have prohibited lifetime
limits. The debate over this issue was
brought to everyone’s attention earlier
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this year when one of our leading film
actors, Christopher Reeve, had that
tragic horseback riding accident. And
he had one of the best insurance poli-
cies available. And then he reached the
limit on benefits under his insurance
policy. And that company said, ‘‘No
more. We're not going to pay any
more."’

If this proposal were enacted and tax
benefits were provided, there is nothing
to prohibit insurance companies from
establishing a very low ceiling on bene-
fits. Nothing—no provision, no expla-
nation. None of the proponents of
MSA's has guaranteed that we will not
have any kind of limit or that MSA’'s
will take care of all the catastrophic
needs. That has not been mentioned
and has not been suggested, has not
been justified. Not one Republican has
stated that, ‘“Well, if we provide this
program, and we give the tax benefits,
then insurance companies are not
going to cancel your policy.” Of course
they are going to be able to cancel it.
Of course they are going to be able to
cancel it.

So, Mr. President, these are some of
the points that need to be examined be-
fore we give additional kinds of tax
benefits for the development and mar-
keting of MSA's.

It is no accident that the leading pro-
ponents of medical savings accounts
are insurance companies, like the
Golden Rule Insurance Co., which has
been one of the worst abusers of the
current system. They give millions of
dollars to political candidates to try to
get this business opportunity into law.

The Golden Rule's record is, in par-
ticular, so shameful that Consumer Re-
ports rank them near the bottom of all
companies because of its inadequate
coverage and frequent rate increases
and readiness to cancel policies. The
Golden Rule Insurance Co. is the pri-
mary proponent of this whole program
of medical savings accounts. This is
why Consumer Reports has been so
critical of this company—because of
the inadequate coverage, the frequent
rate increases, and the cancellation of
policies. Golden Rule was effectively
run out of the State of Vermont be-
cause of poor performance. It was run
right out because of misrepresenta-
tions.

When the Golden Rule Insurance Co.
withdrew from Vermont because it was
unwilling to compete on a level playing
field created by the State's insurance
reform, Blue Cross and Blue Shield
took over their policies. They found
that one in four policies included fine
print laden with unfair provisions.
Sometimes arms, backs, breasts, even
skin were written out of coverage.

Newborns were excluded unless they
were born healthy. It is an interesting
fact that about 85 to 90 percent of all
the medical complications to newborns
happen in the first 10 days. Look at
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some of the fly-by-night insurance
companies and they will say, *“We pro-
vide comprehensive coverage for
newborns except for the first 10 days.”

How many expectant mothers, prior
to the time they become pregnant and
get up to speed in terms of this wonder-
ful opportunity of giving birth, under-
stand that 80 percent of childhood ab-
normality comes within that first 10
days? Very few. But the insurance com-
pany understands it. Golden Rule un-
derstood it. Remember, they are the
primary sponsors of medical savings
accounts.

The strongest opponents of the medi-
cal savings accounts are organizations
representing working families, senior
citizens, consumers, and the disabled,
who have the most to lose if the cur-
rent system of comprehensive insur-
ance is destroyed. We know whose
voices should be heard when Congress
decides this issue—not the voices of the
greedy special interests, but the voices
of those who depend on adequate insur-
ance to get the care they need at a
price they can afford.

It is very interesting who is on which
side during the course of this debate.
On the one side of medical savings ac-
counts is Golden Rule, the primary
contributor to political candidates that
support that concept. Golden Rule is
also one of the worst abusers of the
system that we are trying to address in
the underlying bill, dealing with pre-
existing conditions and portability.

Who is on the other side? Working
families, seniors, consumers, middle-
income families. They have the most
to lose with skyrocketing increases in
their insurance premiums. As the med-
ical savings accounts draw the healthi-
est and the wealthiest individuals out
of the system, the premiums of work-
ing families are going to continue to
increase.

The great danger of medical savings
accounts is that they are likely to
raise the health insurance premiums
through the roof and make insurance
unaffordable to large numbers of citi-
zens. They will discourage preventive
care and raise health care costs. They
are a multibillion dollar tax giveaway
to the wealthy at the expense of work-
ing families and the sick, and their
costs could balloon the deficit by tens
of billions of dollars.

The Joint Tax Committee estimated
there would be 1 million individuals
who would take advantage of medical
savings accounts. It would cost the
Treasury $3 billion over 10 years for 1
million people. The Republican pro-
posal presented to us, allegedly as a
compromise, would make 43 million
Americans eligible for it. If it is $3 bil-
lion for 1 million people, it does not
take a genius to figure out that we are
risking adding tens of billions of dol-
lars to the deficit with this untested
and untried program.
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The most troubling aspect of the
medical savings accounts is the risk
that they will destroy the insurance
pool and price conventional insurance
out of sight for millions of Americans.

Leading newspapers all over America
have editorialized strongly against
medical savings accounts. I will read
some excerpts from their comments,
and I ask unanimous consent to have
printed in the RECORD the full text of
editorials at the conclusion of my re-
marks.

The PRESIDING OFFICER. Without
objection, it is so ordered.

(See exhibit 1.)

Mr. KENNEDY. On May 8, Robert
Samuelson of the Washington Post
wrote:

MSAs are mostly an untested concept . . .
1f MSAs are as good as claimed, let them pre-
vail as a stand-alone measure after a full de-
bate . . . If Republicans let their ideological
fantasies obstruct their useful legislation,
they risk being attacked ruthlessly. And
they will deserve it.

The point mentioned here, if MSA’'s
are as good as they say they are, let us
pass the Kassebaum-Kennedy bill
today, and then we can debate MSA’s
and medical malpractice later. We can
do that and have a good debate, and let
the chips fall where they may. Why
hold this bill hostage?

On June 6, 1996, a Los Angeles Times
editorial states:

Large, national consumer groups . . . have
argued reasonably that the MSA provision
being pushed primarily by House Repub-
licans with the backing of the American
Medical Association would encourage the
wealthy, who could afford to pay high
deductibles, to opt out of low-deductible or
comprehensive plans, thus raising the costs
for everyone else, and could tempt the pre-
sumably healthy to avoid wellness checkups
that might save them money in the short
term but could raise their medical costs
down the line . . .

The New York Times on Thursday,
May 30, 1996 says:

Demonstration projects of an untested idea
make sense.

The Dallas Morning News says:

Medical savings accounts represent spe-
cial-interest legislation activities at their
worst. What this country needs is major re-
form that guarantees full health care cov-
erage to everyone, not another junk insur-
ance plan. Medical savings accounts are a
bad idea.

That was the Dallas Morning News.

The Baltimore Sun, April 25, writes:

Senator Dole would be well advised to drop
this idea [of medical savings accounts] which
is in the House bill, rather than make it a
veto-bait amendment that would wreck pros-
pects for any health care reform this year.

The Washington Post on June 3
writes:

In fact, the effect [of medical savings ac-
counts] would be to fracture the insurance
market; the healthy, for whom the savings
account would have greatest appeal, would
no longer be in the pool to help pay the bills
of the sick, whose costs would rise.

Mr. President, that is a sampling of
editorials from around the country,
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North, South, East, West, all raising
serious, serious problems with regard
to an untested and untried idea.

Now, the first rule of medicine is: Do
no harm. We could say, why not go
ahead and take the bill that passed this
body by 100 to 0, and pass it again rath-
er than trying to add this poison pill—
this idea that is risky, untested, and
has the potential to be so costly in
terms of the deficit and what it might
do to the health insurance system.
That is our position. It is a reasonable
position. The American people are
coming to understand that.

To those who genuinely believe medi-
cal savings accounts offer an improve-
ment in the health care system, I say
we should work together to devise a
fair test of the concept that will not
put millions of American families at
risk. The American people’s hopes for
insurance reform should not be held
hostage to a partisan special interest
agenda.

Over time, we are very hopeful that
given the importance of this legisla-
tion, we can still pass it in the remain-
ing weeks of this Congress. As I have
stated many times, this legislation,
crafted by Senator KASSEBAUM, rep-
resented the common ground that
came out of the debate in 1994 over a
more comprehensive health program. It
passed unanimously out of our commit-
tee. I think it was probably the only
major piece of legislation that passed
unanimously out of our committee and
unanimously in the U.S. Senate.

The time is here for broad, broad sup-
port for health insurance reform that
will help Americans across this coun-
try. Why risk it with an untested and
untried idea? Why risk it? Why risk
jeopardizing successful completion of
this health insurance reform that will
make such a difference to the 25 mil-
lion Americans who have some disabil-
ity and to the tens of millions of Amer-
icans who are moving and changing
their jobs? This bill provides port-
ability.

Why risk a concept that Democrats
and Republicans alike are strongly
committed to? That is what the issue
is before the Senate. I am very hopeful
that common sense and the needs of
the American people will be put first
and we will still be able to pass this
very good bill that has been sponsored
by our distinguished colleague, the
Senator from Kansas, Senator KASSE-
BAUM.

EXHIBIT 1

[From the Washington Post, May 8, 1996]

DUBIOUS CRUSADE FOR MEDICAL SAVINGS
ACCOUNTS
(By Robert J. Samuelson)

Just why some Republicans have chosen
Medical Savings Accounts (MSAs) for their
latest crusade is a mystery known only to
them. Some issues assume symbolic meaning
well beyond their practical significance—the
minimum wage, for example. Its mainly lib-
eral advocates wrongly portray it as an im-
portant way of reducing poverty. Medical
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savings accounts are a similar phenomenon.
Their mainly conservative supporters see
them as a bold way to control health costs
and expand patient choice. All this is dubi-
ous.

Judgments must be hedged because, unlike
the minimum wage—where there's ample ex-
perience—MSAs are mostly an untested con-
cept. They would allow people to combine a
catastrophic health insurance policy with an
annual tax-exempt contribution (made ei-
ther by employers or by individuals) into an
MSA. People would use their MSAs for nor-
mal health expenses (checkups, colds, minor
injuries) and rely on insurance for crises.
This, the theory holds, would inspire cost
consciousness. Americans would shop for
doctors and hospitals with the lowest prices
and best care.

On their face, MSAs are not a nutty idea.
If we were starting a health insurance sys-
tem, they might make sense. One basic prob-
lem of the present system is that comprehen-
sive insurance made almost everyone indif-
ferent to costs. Patients wanted the best
care. Doctors and hospitals benefited finan-
cially by maximizing care. Arguably, the
health cost spiral might have slowed if insur-
ance had covered only expensive disasters.

But we aren’t starting from scratch. Gov-
ernment policies have created a different
system. Tax subsidies encouraged companies
to provide workers comprehensive insurance.
The subsidy is the exclusion of the employ-
er's insurance contribution from taxes. Sup-
pose a company buys $4,500 of insurance for
each worker; the workers don't pay taxes on
that $4,500. In 1995 these subsidies cost the
Treasury $59 billion. And of course, there's
Medicare and Medicaid for more than 65 mil-
lion elderly and poor. As a result, most
Americans have broad insurance and like it.

This is why tax-free MSAs, if offered,
might not attract many takers. Congres-
sional Republicans have twice tried to create
MSAs; first for Medicare recipients in legis-
lation vetoed by President Clinton; and now
for the under-65 population in the House ver-
sion of the Kassebaum-Kennedy bill, which
would protect workers against insurance
loss. The Congressional Budget Office pro-
jected that 2 percent of Medicare recipients
would switch; for the under-85 population,
the congressional Joint Committee on Tax-
ation put usage at about one percent.

If accurate, these estimates mean that
MSAs wouldn't do much to cut costs or ex-
pand cholice. Moreover, the basic theory may
be flawed. Buying health care is not like
buying groceries. With their money at stake,
people may not rush to the doctor at the
first sniffle; and competitive pressures might
trim prices for some routine services. But 70
percent of health spending stems from 10 per-
cent of seriously sick Americans. These peo-
ple have heart attacks, AIDS or complicated
pregnancies. Catastrophic insurance would
cover these costs; MSAs wouldn't matter,

The explosion of “managed care’ has also
undermined MSAs' potential. Competition
has already come to the health care market
in the form of massive groups of buyers and
sellers—companies, local  governments,
health maintenance organizations—haggling
over prices, coverage and guality. At least
temporarily, this has dramatically slowed
health spending. MSAs embody a different
philosophy of cost control. Individuals
wouldn't have much clout in today’s medical
market.

What's the fuss then? If MSAs wouldn't
matter much, why not authorize them and
be done with 1t? The main reason for caution
is that all the predictions of modest usage
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could prove wrong—and if MSAs became
hugely popular, they could radically change
the health care system. Under today’s insur-
ance system, the premiums of younger and
healthier workers subsidize the higher
health spending of less healthy middle-aged
and older workers. MSAs would, in theory,
enable millions of younger workers to opt
out of this invisible subsidy.

They could take the cheaper catastrophic
coverage and keep the unused portion of
their MSAs as tax-free saving to be with-
drawn at age 59%. A mass defection of
younger workers could have a devastating ef-
fect on the premiums of older workers. A
study by the Urban Institute estimates that
if 20 percent of workers switched to MSAs,
premium costs for those sticking with com-
prehensive insurance would rise almost 60
percent. Just what would happen then is
anyone's guess. Businesses might abandon
comprehensive insurance or lower workers’
salaries to pay for it.

Cross subsidies and managed care (which
many MSA advocates dislike) are legitimate
subjects of debate. But we should not un-
leash a health care upheaval simply as an
afterthought. If MSAs are as good as
claimed, let them prevail as a stand-alone
measure after a full debate. Right now,
they're simply hitchhiking on other health
care legislation. (The same objection also ap-
plies to a rider on the Senate-passed Kasse-
baum-Kennedy bill: the requirement that
mental health benefits be included with in-
surance. No one knows the consequences of
this; it could be immensely expensive.)

The political puzzle is why so many Repub-
licans are obsessed with MSAs. There's no
public clamor for them. Portraying them as
a truimph of individualism over government
control is a rhetorical delusion. MSAs are
simply another government health care sub-
sidy in a system already swamped with
them. Like other subsidies, MSAs would
channel and constrict people’s freedom. The
funds in these accounts, for example, could
not easily be used to buy ‘“managed care’
policies.

Yet again Republicans seem to be falling
into a self-made trap. The White House cited
MSAs as one reason for rejecting the con-
gressional plan to curb Medicare spending.
And now the president has threatened to
veto the Kassebaum-Kennedy bill if it au-
thorizes MSAs, even though the bill's main
feature—protecting workers with “preexist-
ing" health conditions against losing insur-
ance—have wide support. If Republicans let
their ideological fantasies obstruct useful
legislation, they risk being attacked ruth-
lessly. And they will deserve it.

[From the Los Angeles Times, June 6, 1996]

U.S. DESERVES THIS HEALTH REFORM—CON-
GRESS SHOULD FIND A WAY TO SAVE KEY
LEGISLATION

That the Kennedy-Kassebaum health In-
surance Reform Bill passed 100 to 0 in the
U.S. Senate on April 23 was no fluke. Both
Republicans and Democrats knew it incor-
porated the best and most pragmatic ele-
ments of the ambitious Clinton health re-
forms that crashed in 1994, reforms that
would limit exclusions still existing in more
than half of all Americans’ health insurance
policies and that would make health cov-
erage portable so workers would not lose
their insurance if they changed or left their
jobs.

The bill enjoys the support of both Presi-
dent Clinton, who applauded it in his State
of the Union address in January, and Senate
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Majority Leader Bob Dole, who as recently
as Tuesday said he would like a reasonable
facsimile of it passed before he retires from
office next week.

Nevertheless, many on Capitol Hill say the
bill is doomed because of the failure of House
and Senate members to nail down a workable
compromise. Progress has been made in re-
cent days on two key provisions, dubbed
NEWASs and parity. House members have in-
formally agreed to drop their insistence on
exempting small insurance pools called
NEWAs (multiple employer welfare arrange-
ments) from state regulation. This is good
news for consumers, because otherwise
MEWASs would not have to comply with state
mandates that require plans to offer such es-
sential procedures as mammography
screenings and newborn infant care.

The other compromise has been on so-
called parity, the Senate bill's requirement
that mental illnesses be covered as fully as
physical health conditions. The new lan-
guage instead simply calls for more study.
Given the Senate bill’s fuzzy definition of
what constitutes “mental illness,” there is
certainly a need to look at studies before
drafting further legislation.

The real stickler is medical savings ac-
counts, or MSAs. These would allow Ameri-
cans covered by high-dedcutible ‘‘cata-
strophic’ insurance (a deductible of $1,500 for
individuals, $3,000 for families) to make tax-
free contributions to private accounts and
either use that money to pay medical ex-
penses or roll it over into IRAs or pension
plans.

The basis idea behind the MSAs is sound:
to encourage ordinary citizens to assume
some of the responsibility for the country’s
spiraling health care costs (expected to
reach §1 trillion by the end of this year). But
large, national consumer groups like Citizen
Action have argued reasonably that the MSA
provision, being pushed primarily by House
Republicans with the backing of the Amer-
ican Medical Assn.,, would encourage the
wealthy, who could afford to pay high de-
ductible, to opt out of low-deductible or
comprehensive plans, thus raising the costs
for everyone else, and could tempt the pre-
sumably healthy to avoid wellness checkups
that might save them money in the short
term but could raise their medical costs
down the line.

The only politician on the Hill powerful
enough to persuade the Republicans to ac-
cept a compromise on MSAs—such as Sen.
Edward Kennedy’s notion of testing them in
key states—is Dole. The presumptive Repub-
lican presidential candidate has much to
gain from marshaling his formidable nego-
tiating skills, for he insisted on a workable
compromise when it became clear that Clin-
ton’s health care bill was doomed. The
presdient stands to gain as well, for in his
State of the Union address he declared pas-
sage of a compromise health bill a top prior-
ity. Both have much to lose if they don't get
behind this bill in the coming week, but
given the bill’s indispensable provisions, the
sorest loser may be the average American.

[From the New York Times, May 30, 1996]
MR. DOLE'S HEALTH-CARE TASK

Bob Dole says he wants to pass health-care
reform before he steps down as majority
leader and leaves the Senate next month.
The task will not be easy. Bills passed by the
House and Senate would perform a valuable
service by requiring insurers to offer cov-
erage to workers who lost or quit their jobs,
a requirement known as portability, though
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nothing in these modest bills guarantees
that coverage would be affordable for indi-
vidual workers. But Congress is hung up over
three ideology-laden provisions added to one
bill or the other. Mr. Dole has yet to resolve
the wrangling.

The House bill would enshrine a favorite
conservative remedy, the so-called medical
savings accounts. The bill would provide a
tax break for money deposited into these
special accounts and the money would be
used to pay routine medical bills. The own-
ers of these accounts would cover their large
medical bills by buying a high-deductible, or
catastrophic, policy.

Proponents say the accounts will discour-
age wasteful care because individuals will be
aware of each dollar they spend. But the ac-
counts will probably do little to discourage
waste because an overwhelming percentage
of medical expenditures are accounted for by
the 15 percent or so of the population that
rack up huge bills and therefore are well be-
yond the deductible of their catastrophic
policies. Even worse, medical savings ac-
counts will siphon healthy patients out of
the market for traditional coverage, leaving
a concentrated pool of sick applicants who
will be forced to pay sky-high rates for ordi-
nary coverage.

Mr. Dole knows he cannot push the savings
accounts, which conservatives love as a gov-
ernment-free solution to health reform, past
a Presidential veto. Some in his party are
willing to settle on a demonstration project.
Demonstration projects of an untested idea
make sense. But President Clinton ought to
be wary. For a demonstration project to pro-
vide a valid test, it would need to last at
least six years—enough time to watch how
healthy people who own the accounts react
when they become sick. Will they junk cata-
strophic coverage? will they save money
after sick years balance out healthy years?
Will they forgo preventive care, driving
them to high-cost specialists? Shorter peri-
ods would not suffice because more than 85
percent of the population are healthy at any
one time and would not need to dip far into
their tax-subsidized deposits.

Another obstacle to compromise concerns
purchasing pools, a sensible way for small
employers to join to negotiate discounts
with hospitals and physicians. The Senate
would encourage such small-employer pools,
but keep them under strict state regulation.
The House bill would unwisely create loop-
holes through which small employers could
escape government oversight, even state
monitoring of solvency and grievance proce-
dures.

The third obstacle is the Senate's well-
meaning provision to require insurers to
cover mental {llness on a par with other con-
ditions. Americans do need adeqguate cov-
erage of mental illness. But the hastily
adopted provision would create major eco-
nomic problems that will probably doom the
measure to defeat. The provision is likely to
boost insurance costs by as much as 10 per-
cent and drive employers to drop coverage of
400,000 workers.

The Senate is right that health-care poli-
cies should include adequate coverage of
mental illness. But the proper way to
achieve that goal is for Congress to appoint
a commission to come up with a cost-effec-
tive package of federally defined basic health
benefits, Piecemeal mandates, conceived in
haste, are likely to produce unintended ad-
verse consequences.

The only bill that has a realistic chance of
passing Congress and getting past the White
House is one that sticks close to the Senate

CONGRESSIONAL RECORD—SENATE

bill but forgoes mental-health parity until
another day. This is an obvious compromise
for Mr. Dole to seize.

[From the Dallas Morning News]

NO CURE-ALL, MEDICAL SAVINGS ACCOUNTS
PRESENT A FLAWED SOLUTION

(By Lisa McGiffert)

Two time-tested adages come to mind
when I hear about medical savings accounts:

If it sounds too good to be true, it probably
is.

The devil is in the details.

Empowering people to make their own
health care choices and cutting wasteful
spending are worthwhile goals. But medical
savings accounts are a misguided attempt at
health care reform.

Although the concept being proposed to
lawmakers stands to enrich the coffers of
some major insurance companies, it has the
potential to limit access to health care for
millions of Americans and to cost taxpayers
billions of dollars.

Medical savings accounts will provide lit-
tle help to the vast majority of families that
are excluded from insurance because of pre-
existing conditions or modest means.

Nevertheless, the idea is being sold by in-
surance lobbyists as 2 market-based solution
for controlling health care costs. It is at-
tracting attention both among Texas law-
makers and in Congress.

In Texas, the state Senate Economic De-
velopment Committee is studying the poten-
tial benefits and liabilities of medical sav-
ings accounts. In Washington, Rep. Bill Ar-
cher, R-Houston, is authoring legislation on
medical savings accounts.

In a typical medical savings account, a
person purchases an individual catastrophic
insurance policy (as opposed to a group pol-
icy) with a high deductible of, say, $3,000. To
pay for health care expenses below that
amount, the individual sets up a tax-free
medical savings account. After the deduct-
ible is met, the catastrophic policy—which
can have struck limitations on coverage—be-
comes effective.

Medical savings accounts also can be of-
fered by employers, who fund the employee’s
account and pay for the catastrophic cov-
erage. If you are fortunate enough not to
incur medical expenses, you can roll over the
year-end account balance, tax free, into the
new year. Or you can pocket it, pay taxes on
the money and use it for other purposes.

But medical savings accounts aren't the
magic pills envisioned by their promoters.
Quite the contrary, they run counter to good
health insurance principles.

Good health policies should:

Be available and affordable. Medical sav-
ings accounts target mostly young, healthy
subscribers leaving other health insurance
plans with a pool of more expensive subscrib-
ers. Some individuals and small employers in
those other plans could be forced to termi-
nate their coverage due to the resulting cost
increases.

Even people who choose medical savings
accounts run the risk of higher costs. Indi-
viduals who gamble on being healthy and
guess wrong could face higher health costs
after their accounts are depleted and before
the catastrophic coverage kicks in or if they
need services that are excluded by the plan.

Offer full benefits with proper consumer
protections. Medical savings accounts will be
exempt from all mandated state benefits
that guarantee protections to consumers,
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such as requiring policies to include
newborns during their first 31 days of life
and to cover complications of pregnancy just
like any other illness.

Most medical savings account legislation
hasn't specified what the policies should
cover, opening the door to stripped-down,
low-value plans. What’s more, medical sav-
ings accounts will move more people from
group policies into individual policies, leav-
ing them with the least consumer-friendly of
insurance products.

Be easy to administer. Most medical sav-
ings accounts allow administrative fees for
managing the accounts, making them
incrative for insurers and bankers but a poor
deal for consumers. Under one proposal, con-
sumers could be charged 10 percent of the
amount in their medical savings accounts.

Offer a good value for the premium dollar.
The sellers of catastrophe insurance plans
are betting that medical savings accounts
will deliver healthy profits. That is a good
bet, considering that only about 12 percent
of adults spend more than $5,000 per year on
health care. Most medical savings account
holders never will have the kind of ‘‘cata-
strophic illness’ their high deductible insur-
ance plan covers.

Medical savings accounts represent spe-
cial-interest legislation at It worst. They
have been subject of extraordinary lobbying
efforts in state legislatures and Congress.
That an idea as flawed as this has gone so far
with lawmakers is a tribute to the power of
money and influence. What this country
needs is major reform that guarantees full
health care coverage to everyone, not an-
other junk insurance plan.

Medical savings accounts are a bad idea.

[From the Baltimore Sun, Apr. 25, 1996]
ANOTHER CHANCE FOR HEALTH CARE REFORM

Not since Dorothy skipped up the yellow
brick road has Kansas presented anyone
quite as appealing as its junior senator,
Nancy Landon Kassebaum. As she moves to-
ward the close of a distinguished 18-year leg-
islative career, Senator Kassebaum is co-
sponsor (along with Democrat Edward M.
Kennedy) of a sensible first-step reform of
the nation’s health care system.

Senate passage of the Kassebaum-Kennedy
measure by a rare 100-0 vote reflects strong
popular backing. It would be unforgivable if
this measure were encrusted in conference
committee with amendments that would
lead to its defeat or veto. Mrs. Kassebaum
set the right course when she voted against
additions she herself favors.

Americans should spurn complaints that
her bill fails to achieve the grandiose trans-
formation proposed by the administration in
1993. President Clinton now acknowledges he
“set the Congress up for failure” by seeking
to do too much too soon and by “‘dissing”
Republican alternatives that would have
gone much further than the Kassebaum-Ken-
nedy measure.

Of more immediate concern, however, is
whether Kansas' senior senator, presidential
hopeful Bob Dole, will also overreach by not
sticking with the Nancy Kassebaum ap-
proach. He's on the conference committee;
she is not.

The Senate bill is neither incremental nor
inconsequential. Some 25 million Americans
are caught in “job lock”—fearful of quitting
their jobs because they cannot take their
health insurance with them or because they
have an existing medical condition that
could lead vo the denial of a new policy. The
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pending legislation would guarantee the
“portability” of such insurance coverage. It
would also increase the tax deduction for
health insurance costs incurred by some 17
million self-employed.

Against Mrs. Kassebaum’s advice, the Sen-
ate tacked an amendment to her legislation
that would require health insurance cov-
erage of mental as well as physical ailments.
This is a laudable concept—one that will
someday materialize—but it has drawn fierce
opposition from a cost-conscious business
community.

Far more partisan is a Republican proposal
to allow tax deductions for so-called medical
savings accounts. Senator Dole was humili-
ated last week when five GOP senators com-
bined with Senate Democrats to defeat his
effort to add this to the Kassebaum-Kennedy
bill. Senator Dole would be well advised to
drop this idea, which is in the House bill,
rather than make it a veto-bait amendment
that would wreck prospects for any health
care reform this year. He should, in short,
skip along on Nancy Kassebaum’s road to re-
alism.

[From the Washington Post, June 3, 1996]
SENATOR DOLE'S FINAL BUSINESS

Bob Dole has only a few days left in the
Senate. How will he spend them? He said last
month that he hoped before stepping down to
stage one more vote on a balanced budget
amendment to the Constitution, even though
it's pretty clear that the proposition would
fail—as well it should. He has also sald that
he would like to see to enactment of the so-
called Kassebaum-Kennedy health insurance
bill, meant to help people keep their cov-
erage when they fall ill or are between jobs.

The latter surely is the better use of his re-
maining time. The balanced budget amend-
ment is show horse legislation—a deceptive,
destructive proposal whose likely effect
would be less to balance the budget than to
weaken the structure of government by en-
trenching minority over majority role. The
health insurance bill would allow Mr. Dole to
leave the Senate having, fittingly, as his last
act, accomplished something substantive in-
stead. The bill is a modest step only. It
mainly would help the already insured, and
not so much with the crushing cost of insur-
ance as by preserving their eligibility for it.
But that's a useful thing to do. It's exactly
the kind of constructive compromise with
which Mr. Dole should want to seal his con-
gressional career.

To make it into law, however, the bill
needs to be kept clean. That means stripping
out three provisions, two of which would be
downright harmful and one of which would
confer a benefit without sufficient examina-
tion of its costs.

The first is a House-passed proposal to sub-
sidize so-called medical savings accounts. In-
stead of buying conventional health insur-
ance, people would be allowed to accumulate
cash tax-free to pay their routine medical
bills. The notion is that the country would
be better off if people were buying health
care more carefully with what they regarded
as their own money; the shift from insurance
to savings accounts would, according to this
view, help to hold down costs. But in fact the
effect would be to fracture the insurance
market; the healthy, for whom the savings
accounts would have greatest appeal, would
no longer be in the pool to help pay the bills
of the sick, whose costs would rise. Mr. Dole
supports the idea, a favorite of conserv-
atives, but the president has rightly sald he
would veto a bill that contained it; it should
be struck.
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The second provision, also in the House
bill, would allow insurance pools created to
help small businesses and others cut their
costs escape state regulation. The pools are
a good idea, but not the escape from scru-
tiny. Among much else, they too should be
kept from serving only the healthy and fur-
ther fragmenting the insurance market. Fi-
nally, the Senate bill includes a requirement
that insurance plans treat mental and phys-
ical illnesses essentially the same; they
could no longer ‘“discriminate’ against the
mentally ill by imposing tighter limits on
the one than on the other, as most do now.
Even health care economists who would like
to confer the bepefit warn that the effect
would be to add to both the cost of insurance
and the number of uninsured. The proposal is
better intentioned than it is thought
through.

Maybe Mr. Dole can't broker a clean bill
like this in the time he has left, and perhaps
he doesn't want to. But if he doesn't, it isn't
clear who later will. The reputation he has
always cherished is that, in the end, he gets
things done. Here's a last one well worth
doing.

Mr. KENNEDY. Mr. President, I
withhold the remainder of our time.

DEMOCRACY IN CAMBODIA

Mr. THOMAS. Mr. President, I come
to the floor today as the chairman of
the Subcommittee on East Asian and
Pacific Affairs to discuss what in my
view is the continuing deterioration of
the democratic process in Cambodia.

In October 1991, the signing of the
Paris peace accords ended years of dev-
astating civil war in Cambodia and
started that country on the road to in-
stituting a democratic civil society.
Cambodia’s leaders agreed to support a
democratic resolution of the country’s
longstanding civil war, to protect and
advance human and political rights and
fundamental freedoms for its citizens,
and to begin the difficult task of re-
building the economy and civil institu-
tions. The U.N. transitional authority
in Cambodia [UNTAC], established to
implement the accords, supervised the
withdrawal of Vietnamese troops from
Cambodia, repatriated over 350,000 refu-
gees, and oversaw the first free na-
tional elections in 1993. The constitu-
tion adopted in September 1993 estab-
lished a multiparty democracy, com-
mitted the Government to hold new
elections by 1998, required that Cam-
bodia recognize and respect human
rights as defined in the U.N. Charter,
the Universal Declaration of Human
Rights, and other relevant inter-
national agreements and treaties.

The transformation was not without
its costs. The United States and other
donor countries and the United Nations
spent an estimated $2.8 billion imple-
menting the accords and subsequent
elections. United States assistance to
Cambodia alone since the mid-1980's
has totaled more than $1 billion. Begin-
ning in fiscal year 1994, the U.S. Agen-
cy for International Development
[AID] planned on providing about $111
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million over 3 years. The AID mission
in Phnom Penh planned to spend $8
million to help the Government plan
for national elections, and has pro-
grams in place to improve the func-
tioning of the National Assembly and
the legal system.

Yet despite all of this work by both
the donor countries and the people of
Cambodia, I am still concerned that
Cambodia’s nascent democracy is
showing some signs of being under at-
tack. First, the country faces some se-
rious obstacles to holding national
elections by 1998. As noted in a Feb-
ruary 1996 GAO report on Cambodia,
and I quote:

Cambodia's constitution requires that the
government hold national elections by 1998.
However, the country currently lacks the
electoral framework (laws, regulations, an
independent commission) and resources
(both human and financial) needed to hold
elections. Although U.S. and other foreign
officials estimate that creating such a
framework will take considerable time and
involve many difficult political decisions,
little has been accomplished so far. In late
1995, the Cambodian government began draft-
ing an electoral law. Discussion at a late Oc-
tober 1995 seminar, sponsored partly by the
U.S. Agency for International Development
(UsAID), explored the relative advantages of
different types of electoral systems. By De-
cember 1995, the government still had not
completed a draft electoral law and was fall-
ing behind a proposed timetable for holding
elections in mid-1998.

Event Timing

Draft national election W .....oocerecrrce i
Interior Ministry reviews draft law .
Co-Prime Ministers review craft faw .........
Dra:'t’taw submitted to the National Assem-
Natinal A ly enacts law
Implement new law (create an election
committes, issue regulations, train work-
ers, educate voters).
Hold national SIeCtions -ccecescescrrinns May 1998,
Source: Pre-election technical assessment for Cambodia prepared by the
International Foundation for Electoral Systems, August 1935

According to U.S. and other foreign offi-
cials, Cambodia lacks the human and finan-
cial resources needed to hold an election on
the scale of the one held by the United Na-
tions in 1993. The U.N. electoral assistance
unit could help plan and organize the elec-
tions, but this would require a significant fi-
nancial commitment from the international
community. Although some international as
sistance may be provided, such as election
monitors, some U.S. and other foreign offi
cials doubt that the international commu-
nity will support a costly, large-scale oper-
ation to help conduct the elections.

The Cambodian government currently ap-
points local officials but has proposed hold-
ing local elections in 1996 or 1997. Some U.S.,
other foreign government, and Cambodian
officials support holding local elections be-
cause they would introduce democratic prac-
tices at the local level. Other such officials
oppose holding local elections because they
would divert limited financial and human re-
sources from the task of holding national
elections and/or because antidemocratic gov-
ernment officials could use local elections as
evidence of democratic progress and then
cancel national elections.

While preparations for the logistical
framework to support the elections is

November 1995 (not met).
December 1935 (not met).
January-February 1996,
Spring 1996,

Summer 1396,
1997.
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lagging, there is also concern that even
if the elections are held in 1998 it is
doubtful that they would be free and
fair. As the GAO report notes:

The Interior Ministry is drafting the elec-
tion law and may be responsible for organiz-
ing the elections. Ministry deliberations and
work are not open to public oversight and
participation, and the Ministry played a role
in the violence and intimidation before the
1993 elections.

According to some U.S. and other foreign
government officials, nongovernmental orga-
nizations (NGO), and others, the Cambodian
government cannot ensure that parties could
campaign without violent intimidation and
that voters would feel free from retaliation.
The United Nations Transitional Authority
in Cambodia (UNTAC) was unable to control
key government ministries before the 1993
elections, and the Cambodian People's Party
(CPP) used some of them to sponsor violence
against its political opponents. Some foreign
officials and reports point out that CPP still
controls the Interior Ministry and its inter-
nal security forces, plus the armed forces.
Several NGOs report that fear of politically
motivated violence is a key issue for mem-
bers of the National United Front for an
Independent, Neutral, Peaceful, and Coopera-
tive Cambodia (FUNCINPEC) and the Bud-
dhist Liberal Democratic Party (BLDP) but
not for CPP members.

In commenting on a draft of this report,
the Department of State noted that Prime
Minister Ranariddh has proposed establish-
ing an independent, neutral commission
under the King to control the police and
armed forces during the elections to prevent
them from intervening in the elections. How-
ever, we question the effectiveness of such a
commission in controlling the police and
armed forces when UNTAC, with over 20,000
personnel, was unable to control them before
the 1993 elections.

Recently, the friction between the
two main political parties—
FUNCINPEC and the CPP—has come to
the forefront. As my colleagues know,
in order to bring an end to the civil
war these two parties entered into a
power-sharing agreement whereby
members of both parties occupy the
most important political posts in the
Government. Recently, the First Prime
Minister Prince Ranariddh—the head
of FUNCINPEC—complained that Sec-
ond Prime Minister Hun Sen and mem-
bers of his party were failing to abide
by an earlier agreement that power
should be shared at all levels of govern-
ment. Ranariddh spoke of withdrawing
his party from the Government, in re-
sponse to which Hun Sen threatened to
use military force to deter protests
against the Government and any dis-
solution of the National Assembly. It
seems clear that the term *‘political
strength” in Cambodia will continue to
refer to the number of guns a particu-
lar party has.

Besides the obvious disruptive effects
this interparty friction is having with-
in Cambodia, it is also complicating its
external affairs. To illustrate, Cam-
bodia’s drive to join ASEAN is being
held up because the other member na-
tions consider a key criterion for being
admitted to the regional grouping to be
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political stability—something of which
the other countries presently consider
Cambodia to be short.

The GAO report continues by noting
that voters lack widely available re-
sources of accurate information about
the elections, particularly radio; and
that political parties other than the
CPP are weak and lack a unified lead-
ership:

UNTAC officials knew that providing Cam-
bodian voters with accurate information was
essential for free and fair elections. Con-
sequently, guaranteeing fair access to the
media—especially radio, because most Cam-
bodians are illiterate and television stations
have limited broadcast areas—for all politi-
cal parties was an essential element of
UNTAC's pre-election strategy. Several stud-
ies conclude that the 1993 elections probably
could not have taken place or succeeded
without the flow of Information provided
largely by “Radio UNTAC." Unfortunately,
Cambodia currently lacks widely-available
media sources of accurate information. Al-
though more than 30 newspapers operate in
Cambodia, they have limited nationwide dis-
tribution and the quality of their news re-
porting is unreliable. Also, the government
tightly controls broadcast media licenses,
limiting opposition parties’ access to radio
and television. For example, a BLDP official
told us that the government had turned
down the party's application for a radio sta-
tion license. Moreover, as discussed later,
the government has grown increasingly in-
tolerant of dissenting opinions. USAID's
strategy for promoting democracy in Cam-
bodia recognizes the media's weaknesses; one
of its objectives Is to increase media access
and professionalism. In commenting on a
draft of this report, the Department of De-
fense said that, despite restricted access to
the media, outspoken government critics
still may be able to generate popular support
and influence the elections.

With the possible exception of CPP, Cam-
bodian political parties lack the leadership,
organization, and financial resources to con-
duct effective national campaigns, according
to U.S. and other foreign officials and re-
ports and other documents we reviewed. Over
a decade of single-party rule has given CPP
the opportunity to build a solid party struc-
ture (largely indistinguishable from the gov-
ernment bureaucracy) at the provincial, dis-
trict, communal, and village levels. Mean-
while, U.S. officials and NGOs indicate that
FUNCINPEC and BLDP have weak party
structures at these levels and are further
weakened by political infighting. Given their
weak party structure and disunity, several
NGOs and others conclude that the parties
will be unable to compete effectively in fu-
ture elections.

USAID plans to provide training to
strengthen the capabilities of all political
parties to participate in the election. How-
ever, several observers suggested that CPP,
with its generally better organization and
structure, might benefit disproportionately
from such training. Several U.S., other for-
elgn government, and NGO officials ques-
tioned the wisdom of providing training to
strengthen any of the existing parties be-
cause they are undemocratic and authoritar-
ian. USAID officials said that they plan to
fund training for grassroots civic organiza-
tions instead of established political parties.
The National Democratic Institute sus-
pended political party training in Cambodia
in 1995 but plans to work with other NGOs to
train election monitors and educate voters.
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The major political parties are al-
ready beginning to gear up for the race.
A recent report in the Cambodia Times
noted that Second Prime Minister Hun
Sen has made several tours of the
countryside ‘‘presenting gifts of rice,
foodstuffs and krama [Cambodian
scarves presented as welcoming gifts]
* * * the Cambodian People’'s Party
[which Hun Sen heads] has also carried
out many projects to build schools and
irrigation canals and [has] dug numer-
ous wells in the provinces.”” The
FUNCINPEC Party led by Prince
Ranariddh, in response to the surge in
the CPP’s popularity, has begun to
make similar moves. At the end of last
month, both parties complained that
programs broadcast on Television
Kampuchea slighted them in favor of
their opponent. What worries me, Mr.
President, is that without a strong
framework in place, electioneering in
Cambodia may devolve back into the
situation which existed before 1991
where political strength depended on
the number of guns a party had rather
than the number of seats in the Assem-
bly.

In addition, the report paints a pessi-
mistic view of the development of the
adherence to human rights:

Cambodia has ratified and agreed to abide
by all major international agreements guar-
anteeing human and political rights, for ex-
ample, the International Covenant on Civil
and Political Rights. Yet the current govern-
ment has made limited progress since late
1993 in meeting the basic international
human rights standards contained in these
agreements. Indeed, some U.S., other foreign
governments, and Cambodian officials and
NGOs conclude that Cambodia’s human
rights situation worsened during 1995.

According to human rights NGOs, the
United Nations Center for Human Rights
(UNCHR) office in Phnom Penh, and USAID
documents, Cambodian military and police
forces continued to violate human rights fre-
quently during the past 2 years. These
sources reported numerous cases of extor-
tion, beatings, robberies, and other viola-
tions by soldiers and police. USAID and
Cambodian officials and others noted that
this problem touches on the larger issue of
desperately needed reforms of the Cam-
bodian bureaucracy, including the provision
of adequate pay for police, military, and
other government officlals to reduce or
eliminate low-level corruption, which cur-
rently is endemic.

According to human rights NGOs, UNCHR,
some U.S. and Cambodian officials, and
USAID documents (1) few Cambodians had
received due process or fair trials in the past
2 years; (2) prosecutors and judges lacked
basic training and skills for properly inves-
tigating, preparing, presenting, and deciding
cases; and (3) trained public defenders re-
mained scarce. They also said that official
corruption was widespread and growing, un-
dermining the rule of law, and that the gov-
ernment had resisted some legislators’ at-
tempts to introduce anti-corruption legisla-
tion in the National Assembly.

Human rights NGOs and UNCHR told us
that Cambodia’s prisons remain overcrowded
and still fall short of meeting basic inter-
national and humanitarian standards for the
treatment of prisoners. In late 1994, NGOs re-
ported that they found a secret government
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prison where prisoners were tortured and de-
nied basic human needs. According to the
Department of State, this prison was closed
in 1994,

Finally, in the area of political
rights, recent Government actions in-
dicate increasing official intolerance
for dissent from both inside and out-
side the Government. This intolerance
has a predictable chilling effect on ef-
forts to improve the Government's ef-
fectiveness and reduce corruption. For
example, as I noted on the floor on
June 22, one outspoken member of the
National Assembly—Sam Rangsi, a fre-
quent critic of the Central Govern-
ment—was expelled after attacking
Government corruption and several
others have been threatened with ex-
pulsion if they speak out.

Prince Norodom Sirivut, a member of
the royal family and political opponent
of Hun Sen, was charged and convicted
in absentia in February of plotting to
kill the latter. The trial was seen by
legal and human rights observers as
evidence that Cambodia's judiciary is
controlled by politics.

On May 2 of this year, the Govern-
ment ordered all political parties ex-
cept the four represented in the Na-
tional Assembly. While aimed pri-
marily at Sam Rangsi's Khmer Nation
Party, a party formed after Sam was
expelled from the FUNCINPEC because
he disagreed with the party leadership,
the order affects 16 parties that were
legally registered for the 1993 election
but won no seats in the Assembly. Re-
cent attempts by the KNP to open of-
fices in outlying districts were met
with armed police forces which closed
the offices down.

As I noted on September 5, the Gov-
ernment closed some newspapers and
prosecuted several members of the
press, enacted restrictions on press
freedoms, and tightly controlled broad-
cast licenses. Several members of the
press critical of the Government have
been beaten or killed. Non Chan, editor
of the Samleng Yuveakchon Khmer,
was gunned down in broad daylight in
Phnom Penh. Ek Mongkol was also
shot and wounded in broad daylight. At
the end of May, unidentified assailants
assassinated opposition newspaper edi-
tor Thun Bunli. Thun was editor of the
newspaper Oddamkeakte Khmer, a fre-
quent critic of the CPP. Thun’'s funeral
procession, consisting of members of
Sam Rangsi’'s KNP, was broken up by
hundreds of police armed with shock
batons and assault rifles. The Govern-
ment attempted to muzzle the press
further by criticizing an existing jour-
nalists’ association and pressuring
members to join a competing associa-
tion formed and controlled by the Gov-
ernment.

In addition, the co-Prime Ministers
attempted to close the UNHCR office in
Phnom Penh in response to its criti-
cism of human rights abuses, but later
backed down under international pres-
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sure. In May, the Interior Ministry also
ordered provincial authorities to
produce reports on the past and cur-
rent activities of local and inter-
national aid agencies, religious organi-
zations, and associations.

Mr. President, I appreciate that we
cannot expect the development of a
perfect democratic system in Cambodia
overnight. I also do not want the Cam-
bodian Government to feel that I am
somehow denigrating the strides it has
made. But the problems cropping up in
Cambodia are not related to the more
esoteric nuances of democracy, they
are the basic building blocks: a free
press, an independent judiciary, and
the like. Statements by some members
of the Government—most notably Hun
Sen—that we have no business butting
in or being concerned about their lack
of progress overlook one important
point: as one of the major financial do-
nors responsible for the continuing op-
eration of the country, we do indeed
have a role to play. I agree with the
State Department; if Cambodia contin-
ues its downward spiral, the United
States and other donor nations should
reconsider the amount and extent of
our financial aid.

Mr. President, I also continue to be
concerned about an issue that brought
me to the floor on July 21 last year: the
trading in Cambodian timber across
the Thai-Cambodia border. Cambodia
shares a lengthy and relatively
uninhabited border with Thailand. The
entire region consists primarily of
heavily forested jungle; formerly, 76
percent of Cambodia's 176,520 square
kilometers of land area was covered by
forest. That amount, however, has de-
clined dramatically over the last 15
years due to increased commercial har-
vesting of timber. The loss has been es-
pecially pronounced in western Cam-
bodia, where a handful of foreign firms
are responsible for a majority of the
deforestation.

As I noted last year:

These companies pm'cha.se concessions
from the Cambodian government, and theo-
retically make payments to the government
based on the amount of cubic meters of tim-
ber felled. The timber is then exported over
the Thal border, either by boat or overland
on dirt roads built expressly for that purpose
by the companies, where they are collected
at places called rest areas before being sent
further on into Thailand. According to both
Thal and Cambodian regulations, the logger/
exporter must secure a certificate of origin
from the Cambodian government, a permit
from the Thai embassy in Cambodia, and
permission from the Thal Interior Ministry
to import the logs into Thailand.

There is one more party, however, that
plays a major role in the logging: the Khmer
Rouge. Led by the infamous Pol Pot, the KR
controlled the government of Cambodia from
1975 to 1979. During that time, it was directly
responsible for the genocide of more than
one million Cambodians in the *“Killing
Fields.” Since the 1991 UN peace agreement
established a democratic government in
Cambodia, the KR has been relegated to the
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role of a rebel guerilla force. Although the
government has made some inroads in com-
batting the KR, including implementing a
somewhat successful amnesty program, the
KR remains a strong force in the western
khet of Battambang, Pursat, Banteay
Meanchey and Siem Reap. Despite the cam-
paign being mounted against them, though,
they still receive a steady flow of food, mili-
tary supplies, and currency sufficient to pay
their 10,000 to 20,000 man militia; and therein
lies the connection to the timber trade and
the Thai military.

Over the past several years, the press has
consistently reported that the Thai military
has been providing assistance and support to
the Khmer Rouge. The links between the two
are longstanding. Beginning in 1979, Thai-
land acted as a funnel for Chinese-supplied
arms being transshipped to the KR—appar-
ently in return for an end to Chinese support
for rebel Thai communists in northern Thai-
land. Since then, the evidence suggests that
the Thai have regularly supplied the KR
with logistical support and materiel. In re-
turn for this support, Thai business interests
and certaln government sectors have bene-
fitted from access to timber and gem re-
sources within that part of Cambodia along
the Thai border controlled by the KR. Their
interest is sizeable; in 1993, the U.S. Embassy
in Thailand estimated that Thai logging
companies had some $40 million invested in
timber concessions in KR-held areas.

It is from the sale of these resources that
the KR acquires funds sufficient to continue
its reign of terror in Cambodia. The process
is actually quite simple. Forelgn companies
interested in harvesting timber in western
Cambodia purchase official lumber conces-
sions from the government in Phnom Penh.
Having dealt with the de jure government,
however, the companies must then deal with
the de facto government in western Cam-
bodia: the KR. The companies pay the KR for
the right of safe passage into KR-held terri-
tory, to fell the timber, and to transport it
out to Thailand safely. The present going
rate of payment to the KR per cubic meter is
between 875 and 1000 baht, or between $35 and
$40. It is estimated that the weekly income
[in 1995] to the KR from timber carried
across just two of the many border points
[was] around $270,000, with total monthly in-
come to the KR estimated at between $10 and
$20 million.

Once felled and placed on the back of
trucks, the logs are driven across the Thail
border. That crossing, however, is not with-
out its costs. The Thai military—the Ma-
rines, actually—controls a 4-mile wide strip
along the Thai side of the border, and in
order to negotiate it the logging trucks must
pass through guarded checkpoints where, it
appears, payments in the form of “‘tolls” or
bribes are made to Thai concerns.

The Thai have consistently, albeit often
disingenuously, denied any ties to the KR or
to the timber trade. Each round of denials,
however, is soon followed by press reports
and concrete evidence to the contrary. For
example, in 1994 Thailand officially *‘closed”
its border with Cambodia partly as a result
of the murder of more than twenty Thai tim-
ber workers by the KR and partly as a result
of international criticism. In a press state-
ment made shortly thereafter, Maj. Gen.
Niphon Parayanit, the Thai commander in
the region, stated flatly that the border was
closed, that the military had severed all
links with the KR, and that ‘‘there [was] no
large-scale cross-border trade going on.” The
official denials . . . continued . . . including
one . .. by Prime Minister Chuan noted in
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%he May 26 [1995] edition of the Bangkok
0ST. -

Despite these denials though, and despite a
Cambodian ban on logging, credible eye-
witness reports from members of the Lon-
don-based group Global Witness fully
confirm(ed], in my opinion, that the trucks
are still rolling across the Thai border. If—as
the Thai military alleges—it is not involved
in the timber trade either directly or by
turning a blind eye to the shipments, 1 can
think of no other explanation than that the
military personnel in the border zone are
completely incompetent. One of the more
heavily travelled timber roads in the border
zone, one that according to my information
is in daily use even as I speak, is within
sight of one of the Thal Marine camps. Nor
can the central Thai government claim igno-
rance; Global Witness [in 1995] brought to
light a timber import permit signed by the
Thai Interior Minister.

Mr. President, I stated that continu-
ing Thai support for the KR—in this or
any manner—concerned me greatly for
several reasons. First and foremost,
the financial support the trade afforded
to the KR continued to allow it to sur-
vive thereby seriously endangering the
growth and continued vitality of the
nascent Cambodian democracy. That
system, as I have noted today, is hav-
ing enough trouble getting off the
ground and running smoothly without
having to deal with the KR insurgency.
Second, Thailand’s actions ran counter
to its obligations under the 1991 peace
accord and served to undermine it. Fi-
nally, the clandestine nature of the
timber extraction has removed it from
the control of the Cambodian Central
Government. It was subsequently free
to continue without regard to any reg-
ulations aimed at limiting the amount
of timber taken, preventing serious ec-
ological damage, ensuring sustained
growth, or protecting the lives and
livelihoods of the local populace.

Unfortunately, Mr. President, since
my statement last year the situation
has only gotten worse. Workers from
Global Witness returned to Thailand in
November and December 1995, and once
again since then, have furnished my
staff with completely credible evidence
that the trade continues unabated.
They have furnished me with photo-
graphs, documentary evidence, and the
precise locations of several timber
staging areas on the Thai side of the
border. They have even acquired one of
the passes issued by the KR to drivers
of the logging trucks that drive in from
Thailand. The Phnom Penh Post, as re-
cently as April, has run a series of arti-
cles detailing the illicit timber trade.
Instead of taking the time of the Sen-
ate by reciting the evidence in detail, I
would direct my colleagues to two
Global Witness reports: ‘“Corruption,
War and Forest Policy: The
Unsustainable Exploitation of Cam-
bodia’'s Forests’” issued in February
1996; and “RGC Forest Policy and Prac-
tice: The Case for Positive Condition-
ality” issued in May of this year.

Mr. President, if a significant effort
not made as promised by the Thai Gov-
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ernment to fully investigate and then
stem the cross-border trade and their
dealings with the KR, then I would find
myself placed in the position of calling
on our Government to abide by that
provision of Public Law No. 103-306 re-
quiring that the President shall termi-
nate assistance to any country or orga-
nization that he determines is assisting
the KR either directly or indirectly
through commercial interaction. I in-
tend to send the Secretary of State a
copy of my statement today, and ask
him to respond in writing as to the ad-
ministration’s position on this issue.

NEW LEADERSHIP IS NEEDED AT
THE UNITED NATIONS

Mr. PRESSLER. Mr. President, this
fall, the United Nations will select its
chief executive, the Secretary General.
Under U.N. rules, the U.N. Security
Council recommends a candidate who
is subject to the approval of the entire
General Assembly. As a member of the
Security Council, the United States ob-
viously has an important role in this
process.

It is my understanding that the cur-
rent Secretary General, Mr. Boutros
Boutros-Ghali has indicated that he
may seek reelection to another 5-year
term. With all due respect to the Sec-
retary General, I do not believe it is in
our Nation’s interest, nor the overall
interests of the United Nations, that
Mr. Boutros-Ghali be given a second
term. Indeed, the United States should
make clear early on that it will not
support Mr. Boutros-Ghali this fall.
For the sake of the future credibility of
the United Nations, it is in our Na-
tion’s best interests for the United
States to actively support a candidate
for Secretary General who is commit-
ted to a major management overhaul of
the United Nations. Mr. Boutros-Ghali
is not.

I often speak of the need for U.N. re-
form, but I must confess most of my
criticism has been of the Boutros-Ghali
administration. Most would agree that
U.S.-U.N. relations are at an all-time
low. The American people's confidence
in the United Nations has declined.

This is unfortunate. I support the
United Nations. I served twice as a
Senate delegate to the United Nations.
I want to see the United Nations work.
The fact is, it doesn’t work. The prob-
lems with the United Nations are
many, but the first and primary solu-
tion is sound management reform at
the United Nations. I'm speaking of
clear, concise, honest budgeting; sys-
tems to root out waste, fraud, and
abuse; adequate protections for whis-
tleblowers; and more streamlined, effi-
cient operations.

Instituting these reforms will require
a major change in U.N. philosophy.
Since its founding, the United Nations
has been run largely by career dip-
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lomats. Tough fiscal management is
not their style. Diplomats train for the
grand world of treaties and receiving
lines, not the grubby world of balance
sheets and bottom lines.

Mr. Boutros-Ghali reflects that basic
philosophy. He has demonstrated an-
tipathy at best, hostility at worst, to-
ward reform proposals. One need only
ask our former Attorney General,
Richard Thornburgh, who served as the
United Nations Undersecretary General
for Administration and Management in
1992. Mr. Thornburgh took his mission
seriously. He sought to institute major
management reforms at the United Na-
tions. He encountered no support from
the Secretary General. When Mr.
Thornburgh submitted a scathing re-
port on U.N. mismanagement, the Sec-
retary General refused to publish it
and sought to have all known copies of
it shredded.

Mr. Boutros-Ghali certainly has tried
to take credit for a number of reform
initiatives. For the first time, the U.N.
has a so-called inspector general—the
Office of Internal Oversight Services
[0OIOS}—which was established in 1994.
He also may claim to have reduced un-
necessary staff and produced the first
no-growth budget in U.N. history.
These are victories of mind, not of sub-
stance.

Let's give credit where credit is due.
The mere existence of the OIOS office
and the attempts to achieve budget and
management reforms were due largely
to a combination of the following: in-
creased media scrutiny of U.N. waste
and abuse, strong congressional pres-
sure, and tough reform advocates with-
in the U.S. mission and certain other
member nations.

A close examination of the so-called
reforms instituted at the United Na-
tions show that the Secretary General
is engaging more in a public relations
embrace of reform, while keeping real
reform at arm’s length.

First, I urge my colleagues to look
closely at the OIOS office—the so-
called U.N. inspector general. It has no
authority to rid waste, fraud, and
abuse, which inspectors-general in Fed-
eral departments and agencies have.
The fact is the OIOS office is weak in
terms of authority, and lacks the re-
sources and the support needed from
the Secretariat to do its job effec-
tively. It cannot investigate all areas
of U.N. operations. Member states do
not have full access to IG reports and
investigations. The IG can make rec-
ommendations for reform, but it’s up
to the U.N. Secretary General to act on
the recommendations.

Second, the Secretary General has
stated that he has reduced the number
of Under Secretaries General and As-
sistant Secretaries General. However,
he has increased the numbers of and
the budget for equivalent-level special
envoys. Chances are he's playing musi-
cal chairs with his senior staff. He's
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changing the titles on the chairs, when
he should be removing the chairs and
the people sitting in them.

Third, the Secretary-General's claim
to have cut U.N. staff by 10 percent, or
nearly 1,000 positions, also is smoke
and mirrors. About 750 of these slots
currently are vacant and will go un-
filled on a month-to-month basis. The
Secretary General refuses to perma-
nently eliminate these positions. The
roughly 200 other positions to be cut
are clerical positions that the U.N. al-
ready planned to eliminate when it
passed its budget last year. What the
Secretary General did not point out is
that his budget adds 125 professional
positions, which typically cost 40 per-
cent more than the clerical positions
to be eliminated.

Fourth, the United Nations much
heralded 2-year, no-growth budget is
not living up to its billing. The goal
was to cap budget spending at $2.608
billion over 2 years. Any new expenses
not anticipated or budgeted would re-
quire corresponding offsets in order to
stay under the $2.608 cap. The Sec-
retary General already is months be-
hind in submitting a proposal of budget
reductions needed to stay under the
cap. Most important, the United Na-
tions is not even halfway through its
budget cycle and already the Secretary
General has indicated that the United
Nations may not be able to stay under
the budget cap. In fact, the U.S. Rep-
resentative for Reform and Manage-
ment appeared before the United Na-
tions Fifth Committee last month and
stated the U.S. delegation’s concern
with the Secretary General’s latest
budget report: it ‘‘implies an inability
to stay within the $2.608 billion budget
level * * *

Finally, I must take issue with state-
ments made by the Secretary General
that the United Nations current finan-
cial problems are due to the failure of
the United States to make good on its
U.N. payments. Unfortunately, the
Secretary General is confusing the dis-
ease’'s symptoms with its causes. Yes,
the United Nations is in a financial cri-
sis. However, it’s a crisis of the United
Nations own making.

For more than a decade, beginning
with the great work of the Senator
from Kansas, NANCY KASSEBAUM, the
U.S. Congress has made U.N. reform a
high priority. U.N. leadership has
fought this effort. That leaves Congress
little choice but to use our leverage as
the single largest U.N. contributor to
achieve U.N. reform goals. It’s a tough
approach. It's not the one I would pre-
fer using, but it is the only means cur-
rently available to us, and it has had
some success.

I want to see the United States make
good on our current U.N. debts. That
can't happen without a clear, sub-
stantive reform agenda in place at the
United Nations. It's worth the wait.
Frankly, it's far better to hold a por-
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tion of our taxpayer dollars here in
Washington until reforms are achieved,
rather than send them down a black
hole of waste, fraud and abuse. Yes, we
in Congress have an obligation to sup-
port the U.N., but our first obligation
is to the American taxpayer. Our tax-
payers deserve to know that their
money is being managed prudently and
effectively by the U.N. leadership. That
is not being done.

Mr. President, a fresh approach, a
fresh perspective on U.N. leadership
with an emphasis on responsible man-
agement practices is needed. Real re-
form at the United Nations will not
occur without an overall fundamental
change in the management philosophy
at the United Nations. This fact was
noted in the U.N. IG’s first report,
which noted that ‘‘while the need for
* * * structural reform is widely ac-
knowledged, the energy to bring it
about is in short supply.”

What that means is the United Na-
tions needs tough, well-trained admin-
istrators at all levels of management.
That’s particularly true in peacekeep-
ing missions, where waste and abuse
traditionally is high. I'm not suggest-
ing more U.N. bureaucracy. The United
Nations either should train those cur-
rently within the United Nations who
have the skills and the desire to be
tough administrators, or replace the
less effective ones with people with the
experience to do the job.

In short, what is required is a com-
plete management overhaul at the
United Nations. Like any organization,
the tone and direction in management
starts at the top. I hope the Clinton ad-
ministration recognizes this. The
United States needs to make clear that
we seek a real, fundamental change in
U.N. leadership. New leadership just
may be the sparkplug the United Na-
tions needs to restore its credibility in
the eyes of Congress and the American
people.

Again, I support the United Nations.
If managed effectively, the United Na-
tions can be a sound, cost-effective in-
vestment in the advancement of global
economic development, human rights,
and world peace. I hope the intense
criticism of management practices in
recent years will jar the United Na-
tions members to realize that sound
management is vital to the United Na-
tions long-term credibility. Manage-
ment reform cannot by itself ensure
that the United Nations will be both
credible and successful, but without it,
it does not stand a chance. New leader-
ship is needed.

TRIBUTE TO COL. WILLIAM B.
LOPER, U.S. ARMY, ON THE OC-
CASION OF HIS RETIREMENT

Mr. THURMOND. Mr. President,
today, June 14, is the 221st birthday of
the U.S. Army, a military force that

14209

has distinguished itself repeatedly
throughout the history of this great
Nation. Victories in battles from our
War for Independence to the Persian
Gulf war were successful only because
of the stellar soldiers that serve self-
lessly and bravely in the Army of the
United States. I rise today to pay trib-
ute to a man who is a fine soldier and
a friend to many of us in this Chamber,
Lt. Col. William B. Loper, as he pre-
pares to bring his active duty career to
an end.

Colonel Loper began his career more
than 24 years ago when he pinned on
the gold bars of a second lieutenant
and the crossed muskets of the infan-
try. A product of Washington, DC’s
Georgetown University and the Re-
serve Officer Training Corps, Bill Loper
was well educated, prepared, and
trained for his ensuing career as an
Army officer. His tours of duty in-
cluded stints as an adjutant and Chief
of Records for the 256th Infantry Divi-
sion; as a personnel adviser in Pennsyl-
vania; as the Secretary of the General
Staff for the 19th Support Command,
located in Korea: and ultimately, back
to the District of Columbia where he
was an assignments officer at the
Army Personnel Center, and executive
officer in the Army Legislative Liaison
Office, where most of us have come to
know him.

During his tenure in the Legislative
Liaison Office, Colonel Loper has
worked hard to represent the interests
of the Army to Members of Congress,
as well as tirelessly working to assist
Senators, Representatives, and their
staffs, in dealing with defense matters
as well as constituent concerns and
issues. I do not think any of my col-
leagues would disagree with my assess-
ment of Colonel Roper, he is an individ-
ual who has always been prompt, re-
sponsive, and sensitive to the needs
and requests of Members of Congress,
and he has presented a positive and im-
pressive image of the Army during the
course of his duties here.

Mr. President, service and dedication
to duty have been two hallmarks of
Colonel Loper’s career. He has served
our Nation and the Army well during
his years of service, and we are grateful
for all his efforts and sacrifices in the
defense of the United States. I am sure
that everyone who has worked with
Colonel Loper would want to join me in
wishing him health, happiness, and
success in the years to come.

R —

TRIBUTE TO THE U.S. ARMY ON
THE OCCASION OF ITS 221ST
BIRTHDAY

Mr. THURMOND. Mr. President, the
U.S. Army was born 221 years ago
today on a village square in Cambridge,
MA when a group of colonials mustered
together to form an army under the au-
thority of the Continental Congress. As
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this force went on to confront the Red-
coats at Lexington, and to ultimately
defeat the British in 1783, it is no exag-
geration to say that the birth of the
Continental Army resulted in the birth
of our Nation. More than 2 centuries
later, both the United States and its
Army are recognized throughout the
world as being unequaled, and I rise
today to salute the Army on its birth-
day.

The history of our Nation and our
Army are intertwined, and the battle
streamers of that service stand not
only as testament to the courage, for-
titude, and abilities of those who
served in the Army, but chronicle the
evolution of the United States. The
Army was present when the shot heard
around the world was fired, and in
Yorktown when the British surren-
dered, not only admitting defeat to the
Americans, but validating that we were
a free and separate nation. It was
Lewis and Clark, two Army officers,
who explored the unknown west before
that region became territories and
states. It was the Army that entered
Mezxico City, and our victory in the war
with Mexico helped to expand our
southwestern borders. At Bull Run, An-
tietam, Gettysburg, and dozens of
other blood stained battlefields, it was
the soldiers of one American army
fighting the soldiers of another Amer-
ican army for the very future of this
Nation. In Havana and the Philippines,
the American Army fought Spanish im-
perialism, and at Verdun, Doughboys
battled German imperialism. Army Air
Corpsmen lost their lives on that Day
of Infamy that began World War II, and
dogfaced GI's battled the Nazis, the
Fascists, and the Imperial Japanese in
North Africa, Sicily, Normandy, Arn-
hem, and throughout the Pacific. In
the early days of the cold war, Amer-
ican soldiers dug in on the southern tip
of Korea, creating the Pusan perimeter
and holding the line against the ad-
vancing North Koreans, and it was
American soldiers who stormed the
walls at Inchon to turn the tide of the
Korean conflict in favor of the United
Nations. In the Ia Drang Valley, and in
countless firefights in nameless loca-
tions throughout the jungles, moun-
tains, and rice paddies of Vietnam,
American soldiers valiantly fought to
help the fledgling nation of South Viet-
nam become a democracy; and in Gre-
nada, Panama, and Kuwait, the Amer-
ican Army deposed tyrants and
brought terror-filled regimes of dic-
tators to an end.

In its 221 years of history, the U.S.
Army has distinguished itself time and
time again, and though many things
have changed about the Army, the
quality and dedication of its soldiers
has remained unwavering. The men and
women who wear the Army green are
individuals who willingly bear many
sacrifices so that their countrymen
may remain safe, secure, and free. Too
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few of us ever take the time to think of
the soldiers patrolling the demili-
tarized zone of the Korean Peninsula
where there is always the chance that
hostilities may break out; or of the sol-
diers stationed on the Sinai, where
they help to ensure the peace between
Egypt and Israel remains strong; or of
the young paratrooper at Fort Bragg
who is ready to deploy to anyplace in
the world at a moment’s notice. To
these soldiers the phrase ‘“‘Duty, Honor,
Country” is more than a collection of
mere words, it is the creed by which
they live their lives, and we are indeed
fortunate for their dedication and self-
lessness.

For more than 30 years, it was Amer-
ican soldiers who faced down the Sovi-
ets across the Iron Curtain, and when
democracy and individual rights ulti-
mately triumphed over communism
and collective subjugation, it was
thanks in large part to the vigilance of
the thousands of soldiers who served on
the front lines of the cold war. With
the fall of the Communist bloc, the
threats to the United States have
changed, and the Army is redefining its
mission. The Army must now be pre-
pared to respond to regional crises,
carry out humanitarian missions, and
peacekeeping roles, as well as to be
prepared to deal with terrorists and
rogue nations. Rest assured, however,
that with whatever task that the Army
of the United States of America is
charged, it will complete its assign-
ment successfully, and it will remain
the best trained and best equipped
force in the world.

Mr. President, if the soldiers of the
Continental Army could see their late
20th century brothers and sisters in
arms, they would be amazed at the dif-
ferences between the Minuteman and
the soldier of Force XXI. Rifled mus-
kets have given way to selective fire,
magazine-fed weapons systems that
allow soldiers to see in the dark and
fire a multitude of munitions. The
horse cavalry has been replaced by the
Bradley fighting wvehicle, a weapons
platform that has the firepower of the
divisions of old; and Army helicopters
that comprise one of the largest air
forces in the world, now transport and
support with supplies and firepower the
infantry. Combined, all these elements
guarantee the success and superiority
of the American Army and that wher-
ever it goes, our soldiers will persevere
over any foe. I am pleased to have this
opportunity to celebrate the history of
the U.S. Army, to thank those soldiers
who have served in the past and who
serve today, and to assure my col-
leagues that our Army will always
stand ready to defend our citizens and
our Nation from all who threaten us,
just as they have for the past 220 years.

THE VERY BAD DEBT BOXSCORE

Mr. HELMS. Mr. President, at the
close of business yesterday, Thursday,
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June 13, 1996, the Federal debt stood at
$5,139,481,774,943.05.

On a per capita basis, every man,
woman, and child in America owes
$19,389.23 as his or her share of that
debt.

SOUTH DAKOTANS LEAD EFFORT
TO GET TO THE BOTTOM OF LOW
CATTLE PRICES

Mr. DASCHLE. Mr. President, the
Advisory Committee on Agricultural
Concentration has submitted its final
report to Secretary of Agriculture Dan
Glickman. The committee has been in-
vestigating the relationship between
concentration in the livestock process-
ing and packing industry and the
record low prices in the cattle market.
It did a tremendous job identifying the
problems facing our Nation’s livestock
producers, and its recommendations
have been widely praised within the ag-
ricultural community.

The success of the advisory commit-
tee was in no small measure attrib-
utable to its membership. The panel
consisted of 21 individuals from across
the country who represent a cross sec-
tion of the livestock industry. It in-
cluded farmers, ranchers, meat pack-
ers, processors, poultry growers, retail-
ers, and economists.

While all committee members should
be commended for their determination
to get to the bottom of the livestock
concentration issue, I want to single
out for special mention the two mem-
bers from South Dakota: Herman
Schumacher and Tyrone Moos.

Herman Schumacher, who served as
vice-chair of the advisory committee,
lives in Herried, SD. He owns and oper-
ates the Herried Livestock Auction, is
past president of the South Dakota
Livestock Auction Markets Associa-
tion, and is part owner of a cattle feed-
lot.

Without question, Herman is one of
the most tenacious and persuasive ad-
vocates for cattle producers I have ever
met. He understands American agri-
culture and never stops looking for
ways to address problems facing farm-
ers and ranchers. Herman’'s expertise
and leadership were instrumental to
the development of the committee’s
consensus findings and recommenda-
tions. In addition, he helped craft addi-
tional minority views that are more
prescriptive than the consensus views
in outlining responses to problems
identified in the report.

Tyrone Moos is a grain and livestock
producer from Philip, SD, who also
serves as director of the Harvest States
Cooperative. Tyrone's expertise in both
grain and livestock issues were invalu-
able to the committee's deliberations.

One focus of the committee’s review
was the impact of concentration in the
agricultyral transportation industry.
The century-old problem of insufficient
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access to rail cars contributes to the
determination of the final price a pro-
ducer receives for his or her commod-
ities, and Tyrone’s experience helped
shape the committee’s findings in this
area. Additionally, Tyrone's influence
was evident in the tone and substance
of the final recommendations for both
the consensus and minority views sec-
tions of the report.

When Agriculture Secretary Dan
Glickman called to solicit Herman's
and Tyrone's service on this important
committee, it would have been easy for
them to decline the invitation. The
commitment and sacrifice asked of
them was significant.

The Department of Agriculture did
not offer compensation, not even for
travel expenses. But it did ask for a
significant commitment of time. Her-
man, Tyrone and their colleagues
served countless hours on the panel’s
work—time that could have been spent
looking after their own business inter-
ests or with their families.

The advisory committee’s inquiry di-
rected needed attention to the serious
problem of stagnating cattle prices,
provided insights on the nature of that
problem and offered recommendations
for what might be done about it. Farm-
ers and ranchers in South Dakota and
elsewhere should be thankful for that
effort.

The work of the Advisory Committee
on Agricultural Concentration is done.
It is now up to our Nation's policy-
makers to evaluate the panel’s findings
and act on its recommendations. I look
forward to taking the baton passed on
by Herman Schumacher and Tyrone
Moos, and I thank them for pointing
the way to a solution to the problem of
concentration in agriculture.

ISRAELI ELECTION ABOUT
DEFINITION OF PEACE

Mr. MACK. Mr. President, the cam-
paign for Israel's first directly elected
Prime Minister not only brought a vic-
tory for Benjamin Netanyahu but a de-
feat for the mistaken idea that peace
can only be defined from a liberal per-
spective.

While two well-qualified candidates
with different ideologies each articu-
lated their wvision for the country,
many in the American media—those
who reported on the campaign and the
experts journalists chose to interview—
hid behind stereotypes and missed the
real point of the election. At its very
core, the campaign was not about
whether there should be peace but how
to define it.

The American media told us the issue
was simply this: Shimon Peres, the lib-
eral, wanted peace. Benjamin
Netanyahu, the conservative, didn't.
Implied in this ridiculous statement is
the wrong assumption that only lib-
erals understand peace.
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In the days since the election, the
American media aren’t quite certain
how to characterize Mr. Netanyahu.
When Mr. Netanyahu recently ex-
pressed his desire for Israel to continue
to seek peace with its Arab neighbors—
a position he has advocated all along—
a Washington Post story identified him
as “kinder and gentler.””

The media’'s failure to understand
Benjamin Netanyahu and his conserv-
ative principles of real peace—real se-
curity underscores the differences in
how liberals and conservatives view
foreign policy.

The left believes peace is simply the
absence of conflict. To achieve peace,
the left will do whatever is necessary
and in many cases give up whatever is
necessary simply to maintain the
peace.

Conservatives believe peace without
freedom is false. Only through the
guiding principle that freedom is the
core of all human progress can a nation
build a lasting peace. After all, what is
peace without freedom? What is peace
if it means living in constant fear? In
Cuba and China today, there is peace,
but certainly no freedom.

When any nation builds its foreign
policy on a foundation of freedom, de-
mocracy, justice, and human rights,
true peace and hope will inevitably
prevail.

During the 1980's, the left and the
media soundly criticized Ronald
Reagan and Margaret Thatcher when
their policies boldly stated that nego-
tiations with the Soviet Union must be
carried out from a position of strength
and security . . . not appeasement.

History proved them right. Freedom
won. The Berlin Wall—a symbol of tyr-
anny and oppression—crumbled and
communism was replaced by capital-
ism.

Even if many in the American media
apparently believe in the ludicrous
claim that appeasement leads to peace,
Israeli Jews—a majority of whom voted
for Netanyahu—correctly understand
that protecting freedom is essential to
preserving peace.

In his analysis of the election, A.M.
Rosenthal of the New York Times said
it best when he wrote: ‘‘the majority
was not voting against peace—the very
idea is idioecy—but for the hope that
Mr. Netanyahu and a Likud-led coali-
tion might create a peace they could
trust while they slept, not just while
they stood at arms.”

In a region where Israel's neighbors
have vowed its destruction, where
thousands of missiles in other coun-
tries are pointed at Israel's cities,
where well-financed terrorists threaten
to murder and frighten Israel's citi-
zens, appeasement through weakness
will only invite more violence, more
bloodshed and inevitably a loss of free-
dom and peace.

We all want peace for Israel—a shin-
ing jewel of democracy in a region
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where freedom is often unwelcome.
Choosing the best road for achieving
that peace is the task that awaits Ben-
jamin Netanyahu. He understands—as
well as the overwhelming majority of
Israeli Jews who voted for him—that
only when Israel is secure, can Israel
truly be free and at peace.

NATIONAL ENDOWMENT FOR THE
ARTS

Mr. PELL. Mr. President, at this
time when the fiscal year 1997 appro-
priations level for the National Endow-
ment for the Arts is being determined,
I would like to illustrate the impor-
tance of the arts to the education of
our children and to the growth of the
local economy through two examples
from my home State of Rhode Island.

The May 23 issue of Nature describes
the Starting With the Arts [SWAP]
Program for 96 first-graders in four
Pawtucket, RI, classrroms. The pro-
gram is based on the internationally
recognized Kodaly curriculum that em-
phasizes musical and visual arts skills.
After 7 months, the SWAP children
scored better in math than their coun-
terparts who had standard classes—and
equally well in reading—even though
their kindergarten scores indicated
that they were behind. At the end of
second grade, math comprehension and
problem-solving skills were highest in
students who received 2 years of the
special program, next best in those who
had 1 year, and worst in those who re-
ceived the standard curriculum.

The findings of a nationwide survey
on the attitudes of Americans toward
the arts, conducted by Louis Harris and
released this month, found that 9 in 10
Americans believed that when children
get involved in the arts in school, they
‘‘become more creative and imagina-
tive,”” “‘develop skills that make them
feel more accomplished,” and “‘learn to
communicate well.” Over 8 in 10 Amer-
icans also feel that exposure to the arts
“helps young people develop discipline
and perseverance’ and helps them ‘“‘to
learn skills that can be useful in a
job.”” The Pawtucket youngsters con-
firm these beliefs.

My second example stems from a 2-
hour public forum organized as part of
the 16th International Sculpture Con-
ference in Providence last week. At
this meeting, numerous civic, cultural,
and business leaders came forward to
show how the arts have served to stim-
ulate the economic revival of down-
town Providence. What is happening in
Rhode Island is happening nationally.
Nonprofit arts organizations create
nearly $37 billion in economic activity
in the United States every year, and
support 1.3 million American jobs.

The arts are one of the best and the
cheapest ways of improving the econ-
omy. The arts stimulate business de-
velopment, spur urban renewal, attract
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new businesses, and improve the over-
all gquality of life in our cities and
towns. Roger Mandle at the Rhode Is-
land School of Design has repeatedly
demonstrated the importance of design
to both the economy and greater ease
in every day life. Existing and avail-
able cultural resources are frequently
cited as one of the prime reasons busi-
nesses select to move to a community.
The arts can literally turn a commu-
nity or neighborhood around.

One of the best illustrations of the
impact of the arts on the economy is
tourism, and tourism is the fastest
growing economic market in the
United States today. In Providence,
the Providence Performing Arts Center
and Trinity Square Repertory Com-
pany have brought countless audiences
to their theaters, with many people
spending money on restaurants, shops,
parking, and the like that would not do
so otherwise without the presence of
the arts. Recent discussions among the
museums in the downtown area have
led to the exciting concept of a Mu-
seum Mile connecting these cultural
institutions through a collective effort
in marketing, fundraising, parking,
transportation. The result will attract
visitors from all over the country to
Providence. When the arts is good,
more people are employed, and more
taxable income generates more revenue
for our State and local municipalities.

There are more artists per square
mile living in Providence than in any
other city in the United States, and
this number is likely to increase with
the passage of proposed State legisla-
tion that would provide State income
and sales breaks to artists living or
working in the central business dis-
trict. One bill would exempt these art-
ists from paying sales tax on plays,
books, musical compositions, paintings
and sculpture. A second bill would pro-
vide these artists with a personal tax
exempt. The Rhode Island House Fi-
nance Committee has voted its ap-
proval. In praising the effort, Mayor
Vincent A. Cianci, Jr. states: ““These
bills, while supporting our artists and
arts, promote economic development
and tourism and will create a more dy-
namic synergy among the Arts and En-
tertainment District, Capital Center
and the Province Place mall.”

Mr. President, I urge my colleagues
to consider these examples from Rhode
Island, to understand the far-reaching
positive impact of the arts on both edu-
cation and economy, and to join to-
gether in a bipartisan effort to appro-
priate $136 million for the National En-
dowment for the Arts as requested by
administration. It is important that
this agency is funded sufficiently to be
able to continue its worthwhile and ex-
tremely effective endeavors to improve
the quality of life for all Americans.

The recent Harris Poll referenced
above shows that Federal support for
the arts remains solid and strong. Sur-
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prisingly, Harris also found that a 61
percent majority of Americans—to 37
percent saying ‘‘no’’—would be willing
to be taxed $5 more in order to pay for
Federal financial support for the arts.
Fully 86 percent of all American adults
are exposed to the arts in the course of
a year. These people believe the arts to
be important and would sorely missed
them if they were not there.

e ———

SENATE PAGES—SPRING CLASS OF
1996

Mr. DASCHLE. Mr. President, today
the Senate bids farewell to a group of
young men and women who have served
as U.S. Senate pages for the spring se-
mester.

These young people have been wit-
nesses to vigorous debates on a number
of issues of national significance—truly
spirited debates. Just this past week,
they watched as Senate Dole gave his
final speech as a U.S. Senator.

We in the Senate appreciate all that
they did to serve the needs of this
body—and those needs were many. The
Senate pages serve a very valuable and
important role in the day-to-day work-
ings of the Senate, and we very much
thank them for their work.

As these young people return to their
respective communities, it is my hope
that they will take with them a better
understanding of how this Government
works, and understand the necessity of
working together to achieve a common
goal. Perhaps someday, one or more of
them will return as Members of the
U.S. Senate.

To the pages, on behalf of myself, the
majority leader and all Members of the
Senate, we wish you well, good luck in
the years ahead, and we say thank you.

I ask unanimous consent that a list
of the names of the pages of the spring
class of 1996 be printed in the RECORD.

There being no objection, the list was
ordered to be printed in the RECORD, as
follows:

U.S. SENATE PAGES—SPRING CLASS OF 1996

Tracy R. Clark, Vermont.

Christie M. Curtis, New Jersey.
Janelle D’Ambrosio, New York.
Ford P. Dvidson, Washington State.
Abigail David, Virginia.

Carl Kean, Arkansas.

Autumn Fredericks, Mississippi.
Elisabeth Hagadorn, Michigan.
Richard Hutchinson, South Dakota.
Thad Larson, South Dakota.
Brooke Lawyer, Mississippi.

J. Wesley McCleave, Alabama.
Evan Meyer, Indiana.

Elizabeth Reaves, Vermont.
Joshuah Roberts, Arkansas.
Dorothy Robinson, Delaware.

Heidi Sann, Massachusetts.

Devin Sullivan, Montana.

Alyssa Thornburg, Pennsylvania.
Jennifer Wilking, Wyoming.
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LAKOTA FUND GROUND BREAKING

Mr. DASCHLE. Mr. President, I want
to talk briefly about the tireless efforts
being undertaken by a local nonprofit
organization in South Dakota to im-
prove the severe economic conditions
on the Pine Ridge Indian Reservation.

Over the years, numerous national
press articles have documented the
Pine Ridge Indian Reservation as one
of the most impoverished areas in the
country. The arid nature of the land
lends little to farming and ranching.
Banks, department stores, paved roads,
and even safe drinking water are not to
be taken for granted. Even amidst the
stark majesty of its landscape, the vi-
brant tourism industry of western
South Dakota remains a whisper of
promise. Quite simply, on the Pine
Ridge Reservation, the basic economic
infrastructure that we all take for
granted, struggles to exist.

Ten years ago, a group of Pine Ridge
residents, dedicated to improving their
local economy, created a peer lending
program called the Lakota Fund. After
forming partnerships with private
foundations and Federal agencies for
seed money, this unique program began
processing loans for economic enter-
prise on the reservation. It mandated
enrollment in financial and business
training courses and required groups of
loan recipients to cosign for each oth-
ers’ loans. This unique lending ap-
proach, emphasizing trust over credit,
created a strong sense of teamwork in
the area that has enabled many bud-
ding entrepreneurs to realize their
dreams.

Before participating in the program,
one young woman was unable to fulfill
her dream of buying a house for her
family. However, after successfully
starting her own business and repaying
her loan to the Lakota Fund, she was
able to purchase a home, thanks to the
establishment of a good credit record.

There are many more individual suc-
cess stories, but the true success of the
Lakota Fund has transcended the ac-
complishments of any one individual.
It has affected the entire community.

Over the years, the Lakota Fund has
loaned nearly $1 million to over 250
small business men and women. Of
these loans, less than 10 percent have
failed.

When the Lakota Fund began 10
years ago, the town of Kyle had only
one grocery store and one convenience
store. Today, with the Lakota Fund's
help, Kyle is home to a cafe, two video
rental stores, a flower shop, a tire re-
pair shop, and a multitude of other
businesses. These ongoing success sto-
ries are testament to the vision of the
Lakota Fund’s creators and staff. They
knew that as each new business would
bring new jobs, so would each new job
sustain and improve the hope for finan-
cial independence.
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I have learned a great deal from the
Lakota Fund’s success. It has strength-
ened my belief that economies are
built through partnerships. It has prov-
en that Federal agencies such as the
Economic Development Administra-
tion and the Small Business Adminis-
tration can work together with com-
munity leaders to provide the financial
support needed to make sound invest-
ments in local economies. And it has
clearly demonstrated the important
roles that exist for private foundations
in supporting new business ventures.

But most importantly, these efforts
are shining examples that successful
change can begin at the local level,
that good things can be done when peo-
ple work together, and that dreams can
be reached where hope is allowed to
grow.

Mr. President, on June 20 of this
vear, the Lakota Fund will celebrate
the ribbon cutting of their new founda-
tion headquarters. This building, which
was constructed through financial
partnerships with the Economic Devel-
opment Administration, Norwest Bank,
and other notable private organiza-
tions, will house the offices of the
Lakota Fund and will provide retail
space for existing clients as well as
training facilities for new loan appli-
cants.

This day will also celebrate the open-
ing of the Tribal Business Information
Center, a joint Small Business Admin-
istration venture that will work with
the Lakota Fund to assist in the fur-
ther development of the local economy.

I would like to recognize the efforts
of the Lakota Fund's staff for the hard
work and commitment that was nec-
essary to see these two projects
through to fruition. In particular, I
would like to personally honor the
hard work and dedication of Elsie
Meeks. As the former executive direc-
tor of the Lakota Fund, Elsie has long
been an impassioned voice for eco-
nomic development in the Pine Ridge
community. Her foresight and deter-
mination have made the Lakota Fund
a national example of how trust among
people can affect positive economic
change.

Still, I would be remiss if I did not
emphasize that much more work needs
to be done. The success of the Lakota
Fund and the creation of the Tribal
Business Information Center are but
two small steps on a much longer jour-
ney to sustained economic growth on
the Pine Ridge Reservation.

Under the local guidance of organiza-
tions such as the Lakota Fund, I am
confident we can continue to maximize
our resources and forge stronger rela-
tionships between the public and pri-
vate sector. And, with responsible lead-
ership in Congress, we can reward the
priorities of economic growth by em-
phasizing Federal programs that pro-
mote partnership and local control.
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FISCAL YEAR 1997 GOP BUDGET
RESOLUTION

Mr. KERREY. Mr. President, I rise
today to briefly discuss my opposition
to the fiscal year 1997 budget resolu-
tion.

In voting against the balance budget
amendment last week, I stated that I
did not believe Congress needed a
mechanism in the Constitution to bal-
ance the budget and that I believed
Congress had the will to reach a bal-
anced budget on its own. If nothing
else, I can say that at least my col-
leagues across the aisle proved me
right on that point.

However, I voted against this budget
proposal because I am in considerable
disagreement with the way they pro-
pose we achieve budgetary balance.

Their budget resolution, passed yes-
terday on a party-line vote, calls for
discretionary spending cuts to pro-
grams vital to our Nation's future—
like education and research—while of-
fering a tax cut that forces larger and
deeper cuts to Medicare and Medicaid.
But more important, Mr. President,
this budget does nothing—nothing—to
fundamentally reform our entitlement
programs which continue to consume a
bigger portion of the Federal budget
each year. I also point out that this
resolution raises the deficit for the
first time since the Clinton adminis-
tration took office.

Mr. President, I support the goal of a
balanced budget and have fought, am
fighting and will continue to fight to
achieve it. Recently my colleagues and
I—Senators SIMPSON, BROWN, NUNN,
and RoBB—proposed a provision that
would have reformed long-term entitle-
ments. Mind you, we did not tinker
around the edges, but instead took on
some serious budgetary dilemmas with-
out using gimmickry or short-term
measures as a solution.

For our efforts we received 36 biparti-
san votes—unprecedented support for
this type of long-term entitlement re-
form. Our proposed changes to current
laws would have caused taxpayers very
little concern in the short-term as
these changes would be phased in and
have no effect on anyone over the age
of 50 and would save the Nation billions
of dollars in the long term. As well, the
Senate recently voted on the centrist
budget plan, which addressed a number
of budgetary problems including long-
term entitlement reform, and provided
a balanced budget in seven years. This
plan garnered 46 bipartisan votes—22
Democrats and 24 Republicans.

I only wish my colleagues on the
other side of the aisle chose a similar
path.

A balanced budget by 2002, which this
resolution offers, is still of little solace
because it ignores the most important
fiscal challenge we face: the rapid
growth in entitlement spending over
the next 30 years.

14213

I cannot stress enough the year on
which we ought to be focused is not
2002, but 2008, when the baby boomer
generation begins to reach eligibility
age for retirement. This will place a se-
vere strain on the Federal budget. Our
biggest fiscal challenge is demo-
graphic, not political, and the budget
before us does not address it.

Unfortunately, and conveniently,
this demographic challenge is kept
from our view by a budgeting process
that discourages long-term planning. A
six-year span is completely inadequate
when the most difficult budget deci-
sions we need to make deal with prob-
lems we will face 20, 25, and 30 years
down the road, when the aging of our
population propels entitlement spend-
ing out of control. The most important
recommendation of the Bipartisan
Commission on Entitlement and Tax
Reform was that we begin to look at
the impact of budgets over 30 years
rather than just 5 or 7. The reason is
that our country looks very different,
and our current budgets look very dif-
ferent, viewed over that span.

We can see the trend even in the
short term. Entitlement programs—
which included Social Security, Medi-
care, Medicaid, and Federal retire-
ment—will consume 66 percent of the
budget this year. By 2002, it will be 73
percent. By 2005, the number is 78 per-
cent. Those numbers are straight from
CBO, and if we project further, Mr.
President, we see that by 2021, manda-
tory spending and interest on the na-
tional debt will consume every dollar
we collect in taxes. By 2013, we will be
forced to begin dipping into the surplus
in the Social Security Trust Fund to
cover benefit payments, a practice that
will go on for not more than 16 years
before the trust fund goes into the red.

These trends have to do with the sim-
ple fact that our population is getting
older while our work force gets small-
er. My generation did not have as
many children as our parents expected,
and, as a consequence, the system
under which each generation of work-
ers supports the preceding generation
of retirees simply will not hold up.

Indeed, Mr. President, long-term en-
titlement reform coupled with a rea-
sonable reduction in spending would
alone reduce interest rates and bring
balance to the budget.

The result is a question of fairness
between generations. Today there are
roughly five workers paying taxes to
support the benefits of each retiree.
When my generation retires there will
be fewer than three. Unless we take ac-
tion now, the choice we force upon our
children will be excruciating: Continue
to fund benefits at current levels by
radically raising taxes on the working
population or slash benefits dramati-
cally.

In 1981, Congress—backed by the
Reagan administration—passed a tax-
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cut for the American people hailed as a
boon to the national economy and a
panacea for combating an overreaching
Government. However, the tax cuts
proposed and passed were coupled with
unrivalled Government spending,
which created the enormous deficits we
now confront in this body daily. No-
body believed in 1981 or 1982—save a
small few—that what was happening
was the creation of large, grave deficits
the likes of which this country had
never seen, even after the then Major-
ity Leader Howard Baker at the time
called this budgetary strategy a ‘“‘river
boat gamble.”

Mr. President, until Congress can
agree on a budget that addresses the
unsustainable growth of entitlement
programs and avoids gimmickry and
short-term fixes, anything else is sim-
ply a river boat gamble.

I will continue to oppose resolutions
such as the one we voted on yesterday
because I do not wish to commit our
Nation's fiscal integrity and the hopes
of future generations to a gamble, no
more than I would try to balance my
family’s checkbook by heading to the
slot machines with a pocket full of
quarters. This Nation and our children
deserve better.

Mr. President, I suggest the absence
of a quorum.

The PRESIDING OFFICER
K¥L). The clerk will call the roll.

The assistant legislative clerk pro-
ceeded to call the roll.

Mr. REID. Mr. President, I ask unan-
imous consent that the order for the
quorum call be rescinded.

The PRESIDING OFFICER. Without
objection, it is so ordered.

(Mr.

EXECUTIVE SESSION

NOMINATION OF ALAN GREEN-
SPAN TO BE CHAIRMAN OF THE
BOARD OF GOVERNORS OF THE
FEDERAL RESERVE SYSTEM

Mr. REID. Mr. President, it is my un-
derstanding that the matter now before
the Senate is the nomination of Alan
Greenspan to the Federal Reserve.

The PRESIDING OFFICER. The Sen-
ator is correct. The clerk will report.

The bill clerk read as follows:

Alan Greenspan, of New York, to be Chair-
man of the Board of Governors of the Federal
Reserve System for a term of four years.

The Senate resumed consideration of
the nomination.

The PRESIDING OFFICER. The Sen-
ator from Nevada.

Mr. REID. Mr. President, I like my
colleagues, take my responsibility very
seriously as to whether or not I support
nominations made by the President.
During the time that I have served in
the Senate, most of that time has been
under Republican Presidents. I always
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took the fact that they made the nomi-
nation something that I should, if I
could, support. I felt that way for Re-
publicans. I feel the same way for a
Democratic President.

As a result, my decision today, while
it may not be earthshaking in nature,
has been quite difficult. It was after
great deliberation that I concluded I
can not support the nomination of
Alan Greenspan. He has rendered great
service to the country. But I think the
time has come for new leadership. We
need to look at what is taking place at
the Fed not only regarding its mone-
tary policy but also internal manage-
ment. I think that we need to send a
message to the American public that
what is going on in the Federal Reserve
Board is not good.

As a result of that, I have indicated
I will not support the nomination of
Alan Greenspan, a nomination that has
been submitted to the Senate of the
United States by a Democrat, Bill Clin-
ton.

Mr. President, many suggest that if
the Federal Government operated more
like the private sector we would rid
ourselves of waste and inefficiency.
While that generalized statement is
probably true—that we would get rid of
a lot of waste and inefficiency, if we
operated more like the private sector—
that is not absolutely true. It has
merit. I subscribe to that belief, and I
think that we should keep that state-
ment in mind when we consider the re-
appointment of Chairman Greenspan to
the Fed.

For example, if the shareholders of a
bank—and if the President of that
bank operated as a multimillion dollar
enterprise—suddenly found in that
banking operation that there was a
fund, a slush fund, a rainy day fund, as
the Fed looks to it, without anyone’s
knowledge, would the shareholders
vote for reappointment of that Presi-
dent? The answer is obviously no. They
would want probably an opportunity
for the President of that bank to ex-
plain himself. Yet, those who are in-
sisting on a vote in the affirmative for
Chairman Greenspan are asking us to
accept what the Fed has done without
any explanation. I personally cannot
do that.

According to the General Accounting
Office report that I requested, along
with Senator DORGAN, the Federal Re-
serve Board is operating with a number
of problems. But one is that the Gen-
eral Accounting Office found that there
is a $3.7 billion fund. Some refer to it
as a rainy day fund, and others have re-
ferred to as a slush fund.

The purpose of it, they say, is to
make sure that if there are ever any
losses that they are covered.

Well, for 79 years the Fed has been in
existence. They have never had a loss.
There has been no explanation why
they have this fund maintained. It is
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fair to assume that, when it comes to
deficit reduction, the chairman’s rhet-
oric is inconsistent with his actions.

The Government was literally shut
down last year for a billion dollars
here, a billion dollars there. For $3.7
billion we would not have had a Gov-
ernment shutdown.

The report raises a number of legiti-
mate questions about the fiscal man-
agement within the Federal Reserve
System. Important questions should
have been answered prior to now and
certainly prior to voting for confirma-
tion of this Chairman. This study was
requested because no close examina-
tion of the Fed operations had ever
been conducted. .

I offered legislation on a number of
occasions calling for the audit of the
Federal Reserve System. These re-
quests for legislation were promptly
thrown in file 13. They never went any-
place. The Fed is untouchable. Well,
after this study I do not think they
should be untouchable, because some of
the questions that people asked have
been answered in this report.

In fact, does the Federal Reserve Sys-
tem run its own shop with no oversight
by anyone? The answer is yes. As I
said, there has never been a close ex-
amination of the Fed's operations until
this study was conducted. The General
Accounting Office did a good job. The
report is sizable in nature. This is a
draft of the report. I understand that
on Monday the 17th, they are going to
submit their final report. This is done
the way the General Accounting Office
always does their work. They do a
draft report and they show it to the
people that requested the report and
then they submit it to the body that is
being investigated. It will be interest-
ing to see how the Fed has responded
to some of these questions. I think, in-
terestingly enough, their responses do
not answer all of the questions raised
in the report.

Since they are a taxpayer-financed
entity, I believe it was necessary to
shed greater light on the Fed's oper-
ation and so I asked the General Ac-
counting Office to do this. In today’s
constrained budget environment, Con-
gress needs to be informed, and well in-
formed, on all activities that affect
Government’s finances. Certainly the
national banking system, the Federal
Reserve System, is something we
should have a better handle on. That,
in part, is why we requested this study
of the Fed.

Much of the study focuses on activi-
ties occurring under Mr. Greenspan's
watch and the policies he oversaw. He
has been there a long time. He cannot
blame what has gone on on someone
else. He is the chief administrative of-
ficer. He is the person we look to for
guidance. He is the person, when we
have a problem with our national
banking system, we call in to Congress.
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It is my understanding that the Gen-
eral Accounting Office stands by all of
its findings in the preliminary report,
and I am sure that is the case. Since
this report was submitted there have
been other interesting things to de-
velop. One of the most interesting, is a
recent round of stories in the Los An-
geles Times. They have done some very
good work on what is going on in part
of the world of the Fed.

An executive at the San Francisco
Fed confirms the fact that there are
accounting practices at the bank in
California that are in real question.
For example, according not only to the
LA Times, but the Wall Street Jour-
nal—which certainly we cannot say is a
foe or of the Fed. According to the Wall
Street Journal, the Los Angeles Fed-
eral Reserve Branch appears to have
problems counting its money. This has
been confirmed by an executive at the
San Francisco Fed. This executive as-
serts that employees were ‘‘forcing bal-
ances that did not add up, so that re-
ports sent to the Fed board would ap-
pear normal.”

We are not talking here about how to
do your weekly balancing of your
checking account. We are talking of al-
most $200 million. Apparently this
enormous management lapse that took
place over a period of more than a year
has not been questioned by anyone in
authority at the Fed. It occurred in
one of the most basic and critical func-
tions that the Federal Reserve System
has, and that is tracking the level of
currency in circulation. The error was
said at this point to be about $178 mil-
lion. The Fed and the Chairman do not
?ea.r this loss, the taxpayers bear this

0885.

The bottom line is we now have be-
fore us another story of Fed mis-
management, under the guidance and
leadership of Alan Greenspan. It begs
us to question why this body is willing
to reward such poor oversight with, in
effect, expeditious confirmation.

I have to say that I very much appre-
ciate the initial action of the new ma-
jority leader. Senator LOTT has allowed
3 days to debate this. That is very
good. My only question would be
whether we should have done it before
the final report of the General Ac-
counting Office. But I commend and
applaud the new majority leader for al-
lowing ample time to talk about this
issue. The fact we are talking about
this, I think, will lead to a better un-
derstanding of how the Fed acts.

There have been good discussions
these past 2 days by the junior Senator
from Iowa, Senator HARKIN, and the
junior Senator from North Dakota,
Senator DORGAN, about fiscal policy. I
am not going to dwell a lot today on
fiscal policy. Senators HARKIN and
DORGAN have done a good job on that.
What I want to talk about, though, is
where they spend 93 percent of their
money.

CONGRESSIONAL RECORD—SENATE

You see, at the Fed, only about 7 per-
cent of their money is spent on fiscal
policy, setting policy. Ninety-three
percent of it is running this national
bank we have. I believe we as a Con-
gress have the responsibility to look at
that 93 percent and I believe appro-
priate that money for that 93 percent.
It is often said that Greenspan puts the
brakes on our economy. I think it
might be time to put the brakes on his
nomination, slow it down, review all
the facts that are being brought to our
attention, including the situation we
have in the Los Angeles Fed.

There are some who say there is no
need for an independent audit. An an-
nual audit is fiscally sound policy.

Can you imagine a bank not having
an annual audit? Can you imagine the
central banking system of the United
States of America not having an an-
nual independent audit? We do not
have one. I believe it would instill
greater public confidence in our bank-
ing system and it would allow people to
understand more what is going on.

Let us talk about increased cost. The
Fed, while the rest of Government is
cinching down and spending less, the
Fed's operating costs have increased
steadily and substantially. In 1988, just
a few years ago, the cost of the Fed was
$1.36 billion. In 1994, some 5 years later,
it was $2 billion. And it has gone up
every year since then. We do not have
those final figures. Operating costs for
the Federal Reserve have grown at
more than twice the rate of inflation.
Fed operating costs jumped 50 percent
between 1988 and 1994. It increased at a
rate greater, of course, than overall
Federal discretionary spending, which
we are trying to rein in. Overall Fed-
eral discretionary spending increased
during this period of time at a very
minuscule rate. But not the Fed, they
jumped 50 percent. The greatest in-
creases were bank supervision, person-
nel costs and data processing. The re-
port makes it clear the Fed could do
more to increase its own cost con-
sciousness. They could do a better job
of holding back the cost of Govern-
ment.

What is interesting is what the Fed
did while its own costs were rapidly
outpacing inflation. The Fed was urg-
ing fiscal restraint for the rest of the
country. I think it is interesting to
talk about what happened in the pre-
Greenspan years with economic
growth, and what happened in the
Greenspan years.

The green, the lower indicators on
this graph, shows that the Greenspan
years have not been good years. In
spite of the tight controls we have had
by the Fed, economic growth has not
been good under Chairman Greenspan.

Salary costs. The GAO clearly has
pointed out that the Fed’'s salary has
been out of whack with the rest of soci-
ety. The cost of salaries in 1994 alone
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amounted to over $1 billion dollars.
This constituted about 79 percent of
the Fed’s personnel compensation cost.
From 1988 to 1994, the Fed salaries in-
creased by 44 percent—44 percent. Sala-
ries of some of the Reserve Bank presi-
dents are even greater than the Chair-
man's salary.

Mr. President, these salaries might
attract more people to Government,
but they certainly will not attract
more people to good Government. Most
taxpayers would find the fact that 120
top-level Fed officials earned more in
1994 than the Chairman did a bit exces-
sive. It just does not make sense. Why
should bank executives make more
than the Chairman of the Federal Re-
serve Board?

From 1988 to 1994, the last numbers
we have and what the General Ac-
counting Office had to look at, the cost
of Fed employee personnel benefits in-
creased by 89 percent—89 percent. The
General Accounting Office found the
Fed’s benefits were generous compared
to those of Government agencies with
similar responsibilities, and that is an
understatement.

The GAO found the Fed provides ad-
ditional benefits to some select offi-
cials. For example, bodyguards, home
security systems, chauffeured home-to-
office transportation.

Travel is really interesting. Although
it constitutes a small portion of the
Fed’s operating expenses, these ex-
penses have had the highest growth, 85
percent. Travel expenses increased sig-
nificantly more, to say the least, than
Federal Government travel expenses.

As the Presiding Officer knows, to
try to get members of the administra-
tion or Government agencies to come
to our States is very hard because they
do not have travel money. Very impor-
tant issues in a State where they need
to come and take a look, a lot of the
agencies have trouble doing it.

I asked the head of the Environ-
mental Protection Agency to come to
Las Vegas. I thought it was a very im-
portant meeting. She could not come,
even though she badly wanted to, be-
cause of travel restrictions, her budget
is so tight. Part of this, of course, is
grossly exaggerated when you recog-
nize the Fed’s travel expenses went up
almost 100 percent.

The Fed’s travel expenses, when you
limit it strictly to their traveling and
nothing else, increased 66 percent.
When Board members travel, Mr. Presi-
dent, they travel in style. No uniform
style, but they travel in style. Some of
the districts are allowed to be reim-
bursed on a per diem basis. Others are
reimbursed on actual-cost basis. There
is no rhyme nor reason. It is according
to what they want to do.

So what I am saying is, they have, in
fact, an unlimited expense account. I
do not know where else in Government
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there is anything like that. I do not
think anyplace.

Because the policies vary from bank
to bank, these costs could easily be
contained by a uniform, more tax-
payer-friendly policy. The General Ac-
counting Office points this out as well.

Also, we have a double standard, the
General Accounting Office has found,
and this clear double standard is prac-
ticed by the Federal Reserve System.
At the Fed’'s encouragement, we have
taken significant steps toward elimi-
nating the deficit. In fact, I can re-
member Mr. Greenspan saying a year
or so ago the most important thing we
can do is reduce the deficit, and at
times, these steps have been extremely
painful, often requiring downsizing,
budget cuts, and elimination of various
programs, programs that some of us be-
lieved in and liked a lot. We had to cut
and whack those so we could meet our
budget reduction steps.

We have done a pretty good job. This
will be the fourth year in a row where
we have reduced the deficit. Four years
in a row, the first time since the Civil
War we have done that. We have not re-
duced it, perhaps, enough, but 4 years
in a row where we had a reduced defi-
cit. That is good.

While the rest of the Government un-
derwent necessary belt tightening, the
Fed enjoyed a smorgasbord of growth.
What is a smorgasbord of growth? I do
not know if that is a word people know
anymore. It is something they had in
Nevada to get people to come to the ca-
sinos. They would have this vast array
of food that would cost not very much
money. People could come and gorge
themselves, if they wished, on different
foods.

That is, in effect, what we have had
with the Fed. They have had a smor-
gasbord of growth. They have had ev-
erything they wanted. They have
gorged themselves. While the Federal
Government’s overall staffing level de-
clined, the Fed's staffing level in-
creased by some 4 percent.

The bulk of this growth occurred in
largely the white-collar supervision
and regulation area. The largest de-
crease in staffing occurred in the area
of services to financial institutions, a
blue-collar area where we need more
help.

From 1988 to 1994, the Federal Re-
serve salary costs increased by 44 per-
cent.

In the area of travel expenses, as I
have already said, the Fed increased by
66 percent. Again, this could easily be
remedied by bringing the Fed under the
same travel rules as the rest of the
Federal Government. It appears to be a
classic case of, “‘Do as I say, don't do as
Ido.”

It is important to look beyond the
comparison of Federal Government.
During this same period, while many
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commercial banks were downsizing,
downsizing everything—their oper-
ations generally—the Fed's costs were
steadily increasing. All over the coun-
try we have had banks, in order to be
competitive on an international basis,
consolidating. There have been cut-
backs.

I know and the Presiding Officer
knows that in my State and his State,
there have been banking employees
who have lost their jobs because of
downsizing. Not with the Fed. I say not
only commercial banks are downsizing,
the Federal Government is downsizing.
While all this has been going on, the
Fed has been upsizing.

But prior to this study, we did not
know that. I think it is clear from the
GAO report that poor internal manage-
ment and questionable spending prac-
tices are the order of the day at the
Fed.

Personnel benefits vary, travel reim-
bursement varies, procurement and
contracting practices are not always
done on a competitive basis. Indeed,
the report raises questions of favor-
itism and conflict of interest.

Again, the bigger issue is whether
the taxpayers are getting the most
cost-effective use of their money. I
think the answer is clearly no.

Again, there were rapidly increasing
expenditures between 1988 and 1994.
Personnel compensation increased by
some 54 percent. Equipment and soft-
ware expenditures increased by 85 per-
cent. Building expenditures increased
by 34 percent. Again, travel expenses
increased by 66 percent. There is very
little incentive to keep these expendi-
tures under control; in fact, in most
places, none. The Fed is not subject to
the same cost reduction pressures that
are affecting both public agencies and
private sector firms, and I believe they
should be.

I repeat, Mr. President, I am not here
today to belabor fiscal policy set by
the Fed. Others have done that. I want
to talk about the 93 percent of the
money that they spend that has noth-
ing to do with setting monetary policy.
And that 93 percent we should have
some control over. There should be ap-
propriated moneys for the 93 percent.
They should fund their operation and
their expenses from current revenue.

They are not subject to the same cost
reduction pressures that affect both
public agencies and private-sector
firms.

If there were ever an example of a
Federal agency, an activity of the Fed-
eral Government—call this organiza-
tion whatever it might be—that needed
some sunlight, this is an organization
that needs some sunlight.

The Fed is not funded through con-
gressional appropriations, so we really
have no idea how much they are spend-
ing, and on what. We only have large
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categories. Also, unlike private firms,
the Fed does not have a profit incen-
tive to lower costs and increase effi-
ciency.

What about the $3.7 billion slush
fund? The Fed is part Government
agency, part private bank. Its primary
mission is to support a stable economy,
not to make a profit. However, the
profits generated by the system are to
be returned to the taxpayers. Over the
years the Fed has pocketed away $3.7
billion in taxpayer money.

Mr. President, take for example—and
I have come to this floor and criticized
the budget that the majority has
pushed forward on a number of issues.
But the one area I have talked about a
lot is what is happening to our Na-
tional Park System. If we had $1 bil-
lion in our great national Treasury, we
could take the gems that we have set
up around the United States in the Na-
tional Park System—we only have one
in Nevada; but the State of Arizona has
a number, the State of Utah has a sig-
nificant number, Western States have a
number of parks—we could replenish,
refurbish those parks. We are closing
certain parts of our park system to
visitors because we cannot maintain
them. We need more money. We could
take part of this $3.7 billion and replen-
ish our park systems, refurbish them,
modernize them.

That is only one example, out of
scores we could use, where this money
could be used, rather than there in a
so-called rainy-day fund that Mr.
Greenspan and others have set up.

The Fed claims this quietly held fund
is necessary to cover system losses.
But as I have said before, in 79 years
the Fed has never operated at a loss. It
cannot because that is how they oper-
ate. The surplus increased 79 percent in
the 1988-94 period. At the very least,
the taxpayers have a right to have this
returned to the Treasury.

We continually hear encouragement
from the financial markets to reach a
balanced budget agreement. And we
should do that. If the budget nego-
tiators had this money, we could cer-
tainly make $3.7 billion progress in
that direction.

So I conclude, Mr. President, by say-
ing that the Senate is endowed with
this tremendous responsibility that we
have in the nomination process.

If the reports we are now receiving
concerned activities at a cabinet agen-
cy, that they had a $3.7 billion slush
fund, that their travel expenses have
increased 66 percent, that there were
120 people making more money than
the President of the United States, and
on and on, with the questions that I
have raised today, we would be real
upset at that cabinet officer.

We should be also upset with Chair-
man Greenspan because the reports we
are receiving now concerning activities
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at the Fed show that there is tremen-
dous mismanagement taking place.
There needs to be more oversight.

What we are doing today is being
asked to reappoint an individual who,
in my opinion, is under a cloud. I be-
lieve that the burden is on the nominee
to come forth, address these issues, ad-
dress them squarely, and provide this
body with a full and satisfactory re-
sponse.

Again, I recognize the awesome re-
sponsibility we have. I understand the
importance of this position. I know the
nomination has been sent forward by
the President of my own party. But in
good conscience, I cannot vote to con-
firm Alan Greenspan. I think there are
too many problems. I believe, Mr.
President, that the Fed needs to be
looked at with a microscope.

We did not look at them with any-
thing. They are running amok. They
have no guidance or supervision from
the Congress. We should appropriate
that 93 percent, the moneys they use
every year to operate. There is no rea-
son they cannot be as fiscally sound in
management policy as they are asking
the rest of the country to be. Mr. Presi-

dent, I suggest the absence of a
quorum.
The PRESIDING OFFICER. The

clerk will call the roll.

The bill clerk proceeded to call the
roll.

Mr. BYRD. Mr. President, I ask unan-
imous consent that the order for the
quorum call be rescinded.

The PRESIDING OFFICER (Mr.
FRIST). Without objection, it is so or-
dered.

FLAG DAY

Mr. BYRD. Mr. President, it was 219
years ago today that the Continental
Congress formally designated June 14
as Flag Day. So, today, we recognize
this anniversary of Flag Day, going
back to the time when, as I say, the
Continental Congress formally des-
ignated the Stars and Stripes as the
flag of our country. We honor the sym-
bol of the Nation when we honor the
flag.

In these days of new-fashioned values
and new-fangled technology, we most
often forget the old-fashioned patriot-
ism that made this country great.

We are a vast nation and we glibly
speak of our form of government as a
democracy. It would be impossible for
a government of a nation that is so
sprawling as is the United States of
America to be a democracy in the raw
and purest sense. This is a republic, a
republic. We pride ourselves on our
democratic processes but we loosely,
very loosely talk of ours as a democ-
racy. It is a republic. And there is a dif-
ference.
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We are a vast nation, becoming more
and more diverse in population, lan-
guage and custom with each passing
year, and we would do well to remem-
ber often and salute one of our greatest
unifying standards, the Stars and
Stripes, the American flag.

I have not heard anyone speak of this
as Flag Day on the floor today. There
may have been someone who has ad-
dressed the subject already. I would be
very pleased to find that to have been
the case. I hope that everyone will dis-
play our flag throughout the weekend
and remember all that flag means, re-
member all that it has meant to gen-
erations of Americans who have fought
and bled and died so that the rest of us
can enjoy freedom.

Freedom, unfortunately, cannot be
entirely inherited by a nation or a peo-
ple, any more than children can fully
inherit knowledge and courage from
their parents. Each generation must
learn to understand and to rededicate
itself to the pursuit of freedom. That is
one reason why Flag Day is so impor-
tant—why all of our national holidays
should be emphasized. We must, most
certainly, halt in our confident strides
toward the future and take a long and
serious look at the core of our beliefs.
When we show to our neighbors and our
friends that we believe in America—
that we are active citizens and proud of
the fact that we have been so blessed—
we perpetuate our core principles and
solidify our unity as a nation.

So, today I would hope that we would
be a little old-fashioned, and rededicate
ourselves to freedom and to the glori-
ous red, white and blue that, no matter
how sophisticated we all may think we
have become, should always make our
hearts pound and put that lump in our
throats as that flag goes by.

No, we have become too new-fash-
ioned, sophisticated, forgetting that
when we came into this world we came
emptyhanded and when we leave this
world we will leave it emptyhanded.

Alexander conquered the then-known
world, but he left it emptyhanded.
There is the story that he was buried in
a coffin with his hands hanging outside
the coffin to demonstrate that one
leaves the world, no matter how much
of it he has conquered, how successful
he has been, how prosperous he was
blessed to become—when he leaves the
world he leaves it emptyhanded.

So, with all of our thin veneer of so-
phistication, it might be well to pause
and reflect upon the fact that when we
leave this world we will leave it empty-
handed. And it is good, sometimes, for
Senators to remember that when they
leave this Chamber for the last time
they will be remembered for about 10
days. I have been around here a long
time. I have seen men and women come
and go, great in their prime, they
thought—and others thought—but soon
forgotten.
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So I like to do things the old-fash-
ioned way and I like to remember the
flag in the old-fashioned way. So let us,
today, rededicate ourselves to an ap-
preciation for and a respect for the
Stars and Stripes.

When Americans look at their flag, if
they stop and think, they see all that
is dear to their hearts about America.
They think of the heroes who shed
their blood for our country. They think
of Nathan Hale, who was executed as a
spy in the year 1776, who regretted that
he had only one life to give to his coun-
try.

They think of John Paul Jones; of
James Lawrence, who said, “Don’t give
up the ship.”

They think of Francis Marion the
“Swamp Fox,” Nathanael Greene,
George Washington at Valley Forge.

They think of all those men and
women down through the array of dec-
ades who gave everything, gave their
lives, who sacrificed for our country.
When they see that flag, oh, it is just a
piece of cloth, a bunting, but it is far
more. It represents the history of this
Republic. It is older than the Republic
itself: Flag Day, dating back, as I say,
to the year 1777, 10 years before the
Constitution was written, which estab-
lished this Republic.

They think of all that is good and
noble and great about this country
when they see that flag. They should
think of it. It should remind us of this
country’s glorious history, of the good
deeds that America has performed, of
how she has shared her wealth, her
treasure, her blood that others might
have freedom.

And wherever they may travel, what-
ever ocean or sea they may cross, the
sight of that symbol—the red, the
white, the blue—our flag, brings to the
heart the thoughts of home.

That flag is the symbol of all of the
dreams that we have had and that we
may have about America. Let us re-
member it on this Flag Day—the sym-
bol of America the Beautiful.

Henry Van Dyke said it best in his
poem: ‘““‘America for Me™":

'Tis fine to see the Old World, and travel up

and down,

Among the famous palaces and cities of re-
nown,

To admire the crumbly castles and the stat-
ues of the kings,—

But now I think I've had enough of anti-
quated things.

So it's home again, and home again, America
for me!

My heart is turning home again, and there I
long to be

In the land of youth and freedom beyond the
ocean bars,

Where the air is full of sunlight and the flag
is full of stars.

Oh, London is a man’s town, there's power in
the air;

And Paris.is a woman’s town, with flowers in
her hair;
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And it's sweet to dream in Venice, and it's
great to study Rome;

But when it comes to living, there is no
place like home.

I like the German fir-woods, in green battal-
ions drilled;

I like the gardens of Versailles with flashing
fountains filled;

But, oh, to take your hand, my dear, and
ramble for a day

In the friendly western woodland where Na-
ture has her way!

I know that Europe's wonderful, yet some-
thing seems to lack!

The Past is too much with her, and the peo-
ple looking back.

But the glory of the Present is to make the

Future free,—

We love our land for what she is and what
she is to be.

Oh, it’s home again, and home again, Amer-
ica for me!

I want a ship that's westward bound to
plough the rolling sea,

To the blessed land of Room Enough beyond
the ocean bars,

Where the air is full of sunlight and the flag
is full of stars.

Mr. President, I yield the floor and
suggest the absence of a quorum.

The PRESIDING OFFICER. The
clerk will call the roll.

The assistant legislative clerk pro-
ceeded to call the roll.

Mr. HARKIN. Mr. President, I ask
unanimous consent that the order for
the quorum call be rescinded.

The PRESIDING OFFICER. Without
objection, it is so ordered.

NOMINATION OF ALAN GREEN-
SPAN, OF NEW YORK, TO BE
CHAIRMAN OF THE BOARD OF
GOVERNORS OF THE FEDERAL
RESERVE SYSTEM

The Senate continued with the con-
sideration of the nomination.

Mr. HARKIN. Mr. President, let me
begin by commending my good friend,
the Senator from Nevada, Senator
REID, for his diligence and hard work in
examining the Federal Reserve’'s oper-
ations. Senator REID has worked with
the GAO to look into the Federal Re-
serve’s business practices.

Some startling examinations have
been uncovered because of the efforts
of Senator REID and Senator DORGAN. I
must say the information that they
have uncovered is startling. I urge my
colleagues to carefully review all that
the Senator from Nevada has said
today, both regarding the nomination
before us and the logic of considering
future legislation that might go to
these questions.

Massive management lapses appear
to be going on—accounting errors, ex-
cessive costs of operation, a multibil-
lion dollar slush fund and other over-
sights. There are many, many impor-
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tant questions that Senators REID and
DORGAN have uncovered, with the
GAO’s help. They are to be commended
for asking the GAO for this investiga-
tion.

As I said the other day, Mr. Presi-
dent, the Federal Reserve is not a sepa-
rate branch of Government like the ex-
ecutive branch or the judiciary. But
even so, we have the power of the purse
strings. Even if the executive branch
squanders money, and things like that,
we look at it. We have hearings. We
look into that and we take action.

We should also do that with the Fed-
eral Reserve. I will not stand here and
say that all of the items uncovered by
the GAO are something that requires
us to take a certain action right now.
But certainly they warrant further in-
vestigation. I hope that we will fulfill
our obligations to follow through on
those GAO reports. We will be having
more to say about that next week, to
look at the operations of the Federal
Reserve and perhaps make some
changes in the law on how the Federal
Reserve operates.

Again, I repeat, the Federal Reserve
System is a creature of Congress. It ex-
ists only because Congress enacted a
law to erect a Federal Reserve System.
Obviously, Congress has the right, the
power, the duty and the obligation to
change and alter that law to fit dif-
ferent times and circumstances or to
make the Federal Reserve, I believe,
more accountable to the American peo-
ple.

So I just want to commend Senator
REID for his diligent work in this area.

Mr. President, I rise on the second
day of debate on the nomination of
Alan Greenspan as Chairman of the
Federal Reserve Board. As I have said
many times, this is a critically impor-
tant nomination that deserves the Sen-
ate’s full consideration. The Federal
Reserve Chairman is widely recognized
to be the single most important eco-
nomic decision maker in the country—
let me repeat that—the single most im-
portant decision maker, in terms of our
economy, more important than the
President, more important than 535
Members of Congress.

It is the obligation and the duty of
this body to thoroughly review and de-
bate the record and policies of any
nominee to this vital post.

We started this 3-day debate yester-
day. At that time, I outlined my con-
cerns about the record of Alan Green-
span, both as Chairman of the Council
of Economic Advisers in the 1970's and
as Chairman of the Federal Reserve
from 1987 to the present time.

As I said yesterday, this is not about
personalities. It is about policies. It is
about laying the facts on the table and
taking an objective view of the Green-
span record. This debate is not really
about one man; it is about a much larg-

June 14, 1996

er issue that touches the lives of every
American family.

Yes, there are a lot of complicated
economic terms and intricate statistics
and charts that we have talked about
and that we will talk about some more.
But we should not get lost in the com-
plexities.

Perhaps one of the reasons we do not
debate more often than we do economic
policy and Federal Reserve policies and
nominations that come to the Board,
and their views, is because economics
is, as they say, the dismal science.
Sometimes it is hard to cut through all
of the data and charts and the statis-
tics.

But, again, when you strip it all
away, strip away the complexities, it
boils down really to this. When you get
to the heart of it, what we are really
talking about is very simple, fun-
damental things. We are talking about
real people, individuals and their fami-
lies, trying to make a payment on
their house, or trying to buy a house,
trying to buy a new car, families try-
ing to work with their bank to get the
funds to put in next year’s crop, if they
are farmers, or maybe to get a loan to
operate their small business for next
year.

That is what this debate is about. It
is about wages, about how much will
our working people make in the next
year? It is about families. That is why
we are having this debate. That is why
I insisted on this debate. This debate is
about raising the living standards and
real wages of hard-working Americans.
That, I believe, stands as our primary
economic challenge.

But the policy of the Federal Reserve
under Chairman Greenspan has stood
in the way. Under current law, the Fed-
eral Reserve is obligated to conduct a
balanced monetary policy so as to rec-
oncile reasonable price stability with
full employment and strong, stable
econormic growth. But the Federal Re-
serve, led by Mr. Greenspan, job growth
and the living standards of average
Americans have been sacrificed in the
blind pursuit of inflation control. The
Greenspan Fed has raised interest
rates, not when inflation was at the
door, but when it did not even threat-
en. In 1994, in the midst of seven
straight interest-rate increases, Chair-
man Greenspan himself acknowledged
there was little evidence of rising infla-
tion.

Mr. President, the decisions of a Fed
Chairman affect every pocketbook and
every family budget in America. The
decisions of this Chairman have cost
American families lost income, lost op-
portunities.

The essential fundamental guestion I
believe boils down to this: Why will
Alan Greenspan not give working fami-
lies a raise? That is really what it boils
down to. The Greenspan Fed has stifled
economic growth and the incomes of
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average Americans. Interest rates have
been kept artificially high and middle-
class families and businesses have been
forced to pay the price. It is time for
the Federal Reserve to pursue a more
balanced policy based on raising eco-
nomic growth and increasing jobs,
alongside continued vigilance against
inflation.

America ought to have a forward-
looking Fed Chairman who recognizes
the importance of expanding opportu-
nities for our economy and our people
in today's global market. We need
strong leadership, committed to higher
growth and incomes, fuller employ-
ment, and lower, more stable interest
rates to improve the quality of life for
average Americans.

We have not gotten that with Mr.
Greenspan. There is what I call a com-
mon thread in the thinking and the ac-
tions and the policies of Mr. Greenspan
over the years. It did not start yester-
day. It will not end tomorrow or next
week. Ripe from his days as chairman
of the Counsel of Economic Advisers up
to today, Mr. Greenspan has consist-
ently shown the same two tendencies:
First, he often misjudges the signs of
an oncoming recession; second, he does
not act decisively enough to pull the
economy out of the recession because
of his fear of inflation. The bottom line
is that Chairman Greenspan has a long
history of focusing solely on inflation
to such an extent that all focus on ex-
panding our economy has been lost.

The mindset today is that 2 percent
growth is acceptable, the economy can-
not grow any faster, maybe 2.5 percent
at the maximum, but we cannot have
the 3 percent growth of the 1970’s or the
4 percent growth of the 1960’s. That is
the mindset. I ask, why? What is wrong
with America? Is productivity going
up? Are people working harder than
ever? We are getting new products on
the markets, the information revolu-
tion has hit us all over this country.
We have all kinds of new inventions
and devices, labor saving devices, not
to mention pharmaceuticals and drugs
to help make our lives better. We have
the information revolution, computers,
even in education—all of this lending
itself to a robust America, ready to go.
That is the America I see out there, an
America that wants to work, that
wants to grow, that wants to give fami-
lies a better deal, that wants to raise
the wages of our working families, yes,
that wants to reduce unemployment.
That is the America that is out there.

If this harness is kept on by the
strict monetary policies of the Federal
Reserve, that inherent ability of Amer-
ica to grow will be stifled. Thus, I say
that what is happening at the Fed is a
disservice to all of America, to us in
our generation and certainly to the
next and future generations who re-
quire our economy to grow for their
education, for their livelihood, and for
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their jobs in the next century and be-
yond.

Yesterday, I had an opportunity to
explore in detail much of Mr. Green-
span’s previous labor. I displayed a
chart that showed Mr. Greenspan’s
record as Chairman as compared to
others. It is dubious, at best. I went
back to the Fed Chairman Mr. McCabe
from 1948 to 1951, William McCheseny
Martin, Mr. Burns, Mr. Miller, Mr.
Volcker and now Mr. Greenspan. I
pointed out our real growth in the
country during their terms. You see 6.1
percent, 3.6 percent, 3.3 percent, 4.5 per-
cent; and it is lower under Volcker, 2.5
percent, and under Greenspan, 2.2 per-
cent. Looking at Mr. Volcker, he came
in facing a 13.2 inflation rate before he
started, and he cut it in half during his
term. In bringing that down, we had a
low growth rate, but still, it was 2.5
percent. Look at Mr. Greenspan, infla-
tion before he came in was 4.1 percent,
lower than almost at any time in any
of these previous tenures. He has only
reduced inflation to 3.2 percent—about
25 percent. Mr. Volcker cut it in half.
Look at Mr. Greenspan’s growth rate—
2.2 percent.

Using a comparison analysis, Mr.
Greenspan’s stewardship at the Fed is
lacking, compared to those who came
before him. That 2.2 percent growth
rate is abysmal when you look at the
growth rates under previous Chairmen.
If he had high inflation rate and then
cut it in half, maybe you could accept
low growth. But I find it difficult to ac-
cept this low of a growth rate with
minimal reductions in inflation—4.1
percent to 3.2 percent. Look at how
Greenspan compares to the past.

I said yesterday, people say, ‘“‘Well,
our economy has matured. We cannot
grow like we did in the 1950’s or 1960’s
or 1970’s. We cannot grow at that rate
anymore.”’ The recent efforts of the
Federal Reserve have reminded me of
the invention of the wheel. The people
who invented the wheel they probably
said, ‘““We have the wheel. We do not
need anything else.”” I bet they were
happy with the wheel, and they
thought that was the best thing, and
they thought they did not need any-
thing else.

Those who say that America’s econ-
omy has matured and we cannot grow
at this rate I believe are saying the
same thing. It reminds me of the per-
son who once said, maybe the head of
the Patent Office said, “Everything
that can be invented has been invented.
There will not be any new inventions.”
That was about 80 or 90 years ago. Well,
our economy can grow a lot faster.
That is why we are having this debate.
We can bring more people into the
labor force.

In addition, I also discussed yester-
day Mr. Greenspan’s misguided and ill-
advised policy recommendations to
President Ford that deepened our coun-
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try’s recession in the mid-1970’s. The
record shows Mr. Greenspan cost jobs
and further weakened our economy. I
also discussed Mr. Greenspan’s fore-
casting record as a private economist
in the early 1980's. As I pointed out yes-
terday, he was wrong on inflation. He
was wrong on interest rates. He was
wrong on bond issues. Then chairman
of the Banking Committee, Senator
Riegle, pointed out in Mr. Greenspan'’s
1987 confirmation hearings:

You had an opportunity to be a forecaster
with Greenspan and O'Neil. As you know,
you put your forecast to a direct test in the
private sector. The fact is that the firm only
survived a few years.

And according to a Forbes article of
April 20, 1987, in 1985, his full first full
year of business, O'Neil and Greenspan
turned in one of the least impressive
records of all pension funds advisers.

In 1990, Mr. Greenspan was again way
off in his economic forecasts, as I
pointed that out yesterday. On October
2, 1990, at an Open Market Committee
hearing meeting, Mr. Greenspan had
this to say is from the minutes of that
meeting.

I still think we're in a situation in which
there are forecasts of thunderstorms, and ev-
eryone is saying, “Well, the thunder has oc-
curred and the lightning has occurred and
it's raining,”” but nobody has stuck his hand
out the window. And the point is, it isn’t
raining. The point is, as best I can judge,
that the third quarter GNP figures in the
green book are not phony. I think they are
relatively hard numbers. They can get re-
vised. They are put down more and more, but
the economy has not yet slipped into a reces-
sion.

Now, that was in October 1990.

I want to note that the recession
began in July 1990—a month before
Iraq invaded Kuwait. Yet, in October,
Mr. Greenspan was still saying it is not
raining out. I want to note that Mr.
Greenspan’s forecast improved after
that. On December 18, 1990, Mr. Green-
span said confidently, ‘‘At some point,
we are going to come out of this.”” So
between October 2 and December 18,
Mr. Greenspan found out it really was
raining, but it was much too late. He
said, ““At some point, we are going to
come out of this.”” He was right. The
recession officially ended in March
1991. So, Mr. President, that is the
record. Those are the facts.

Today, I want to focus on a few more
important aspects of the Greenspan
record. I will zero in on the Greenspan
rate increases of 1990 and 1994. First of
all, I think I am going to refer to this
now, and then I will come back to it
later. Many times, I talk to people and
say, “Do you know that, in 1 year,
from February 1994 to February 1995,
Mr. Greenspan had seven rate increases
in the Federal funds rate? He raised
those interest rates 100 percent.” Peo-
ple look at me like I came from an-
other planet. They say, ‘‘No, of course
not, nobody raises interest rates 100
percent.” I said, **Yes, he did.”
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Mr. President, here are the figures.
In February 1994, 'the Federal funds
rate was 3 percent; in February 1995, 6
percent. Well, that is 100 percent. It is
a doubling any way you look at it.
That was in 1 year, from February 1994
to February 1995. From February 1995
until today—we are talking about al-
most 16 months—what has happened?
Interest rates have only come down
three-quarters of a point, to 5.25. That
is still way higher than they were in
February 1994. This is what is causing
the stagnation in America and what is
causing wages to be stagnant. This is
what is causing the slow growth in our
economy.

I want to spend a little more time,
also, discussing unemployment, some-
thing called the nonaccelerating infla-
tionary rate of unemployment, or
NAIRU. Perhaps this is one of the rea-
sons nobody wants to debate economic
policy. You get these kinds of terms—
NAIRU.

Let us discuss NAIRU and see if we
can strip away all the fancy talk and
see what it is all about. Let us begin
with the words of Robert Eisner, a
former president of the American Eco-
nomics Association, when he said,
“Neither the fiscal stimulus of struc-
tural budget deficits, nor the monetary
stimulus directed at reducing unem-
ployment in the United States have yet
caused permanently accelerating infla-
tion, or much inflation at all.””

I am going to repeat that. ‘‘Neither
the fiscal stimulus of structural budget
deficits, nor the monetary stimulus di-
rected at reducing unemployment in
the United States have yet caused per-
manently accelerating inflation, or
much inflation at all. Most of the infla-
tion of the postwar period has come
from supply shocks—chiefly, the great
run-up of petroleum prices in the 1970's
and early 1980’s.”

Now, we talked about this nonaccel-
erating inflation rate of unemploy-
ment. That means that, well, if you
bring unemployment down too far,
then employers will have to bid up the
wages. By bidding up the wages, that
will cause price increases because they
have to pay higher wages, and that
causes a round of inflation. Many
economists simply do not agree with
that. That is what Mr. Eisner is saying.
He is saying, nothing that monetary
policy has done to reduce unemploy-
ment has permanently caused accel-
erating inflation. I believe Mr. Eisner
is right. But that fear of inflation is
the driving force of the Federal Re-
serve today, and, particularly, Mr.
Greenspan.

He has become ‘‘Mr. Chairman Slow
Growth,"”’ ‘‘Chairman Stagnant
Wages,”” and ‘“‘Chairman Unemploy-
ment Is Good for America.”” Mr. Green-
span has an economic philosophy that
simply does not focus on the problems
of average people. We are seeing an in-
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teresting pattern at the moment. The
30-year bond, and many other interest
rates, have been rising for several
weeks, and many bond market leaders
have been wringing their hands about
the possibility of rising inflation. But
the economy, at this moment, does not
give much indication of accelerating
inflation.

Qur economy can be much more vi-
brant without the threat of inflation.
It can expand. Unlike Chairman Green-
span, I do not see that as a bad thing to
be stopped. Our economy ought to ex-
pand and grow, and unemployment
ought to come down and, yes, wages
ought to go up.

Some people talk about a 4-percent
growth for the quarter that we are in
right now. Well, it initially came out
that we had a 2.8 percent growth for
the first quarter of this year. All the
articles said that was incredible, boom-
ing growth, 2.8-percent. It was later re-
vised to 2.3 percent. I do not think that
is booming growth at all. I am told
most economists see growth in the sec-
ond half of the year at a far slower
pace.

I am going to paint with the same
brush both the administration and the
Federal Reserve. I believe the adminis-
tration is accepting too low a growth
rate, a bit over 2 percent. I believe that
has been fostered and bolstered by the
Federal Reserve, which also sees
growth at around 2 percent.

Here we are, Mr. President, 348,000
jobs were created last month when half
a million started to look for work,
showing that our work force can indeed
grow. As you said, we are straining. It
is out there. People want to work. Pro-
ductivity is going up. We want to get
out there and work. But despite this
kind of good economic news—that is,
that more people are looking for work
and that our economy is going to grow
a little bit—we continue to hear the
drumbeat of gloom and doom from the
Federal Reserve and from the barons of
the bond market.

Now, again, I suppose that maybe Mr.
Greenspan himself, and his supporters,
would say he does not have a choice. If
the Federal Reserve does not raise in-
terest rates, then the bond market will
see that the Federal Reserve lacks the
will to fight inflation, they will dump
bonds and flee the market, and long-
term interest rates will skyrocket.
That is what they say. A lot of bond
traders repeat that refrain. But I point
out that they repeat that refrain be-
cause of the actions taken by Mr.
Greenspan over the last several years.

Mr. President, I believe that a bal-
anced Federal Reserve policy would not
see a long-term climb in bond rates—
that is, if we had a balanced policy. If
that was reiterated and distinctly
spelled out, I do not think we would see
a long-term climb in bond rates. You
get the long-term climb in bond rates
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because, if there is good news in the
economy, the bond traders rush in to
dump the bonds because they believe
that Mr. Greenspan is going to slap on
higher interest rates right away. That
is what they believe, so they react ac-
cordingly.

I know this may sound kind of con-
fusing, but when you get right down to
it, it is really, again, very simple. It
has to do with whether or not we will
have a balanced policy of growth and
low unemployment, alongside a policy
of fighting inflation.

Let me read an article in the Feb-
ruary 5 New York Times by Lewis
Uchitelli. He is talking about the Fed-
eral Reserve that voted to raise inter-
est rates when they did it for the sev-
enth time in a year back in 1995. In
keeping interest rates high, he talked
about how this speared inflation. He
goes on to say,

In this ritualistic dialog between the Fed
and the bond market, which everyone pre-
tends is not happening, the reason for the
Fed's existence is sometimes overlooked.
Aside from fighting inflation, the Fed’s mis-
sion, specified by Congress, is to keep the
economy growing and Americans employed‘
That goal can get lost in any dialog with the
bond market, which puts slowing the econ-
omy to fight inflation ahead of putting the
unemployed to work.

There you have it. You cannot say it
any better than that. Yet, Congress has
stipulated in law that the Federal Re-
serve is to also fight unemployment
and to take that into account.

We have a bill in the Banking Com-
mittee that would take out of the law
the provision that says the Fed should
take into account unemployment in
making its decisions and should only
then look at inflation. Well, it is before
committee, but I do not think it will
get past the floor.

Mr. Greenspan has indicated support
for that approach. He has indicated
support for legislation that would take
out of the law a requirement that the
Fed look at unemployment in making
its decisions. Well, again, I talk about
his mindset and his philosophy—his
economic philosophy. I do not believe
anybody ought to be Chairman of the
Federal Reserve who supports a policy
of ignoring unemployment and only fo-
cusing on inflation in setting their pol-
icy.

I would like to read a short state-
ment again from the business sector of
our country, a statement by the Na-
tional Association of Manufacturers.
The first was on June 11, 1996. This is 5
days ago. This is from the National As-
sociation of Manufacturers:

The decline in producer prices, after sev-
eral months of rapid increases, confirms that
inflation is not a threat. The spike in whole-
sale prices during the first 5 months of 1996
was cansed mainly by the relative price of
energy. Excluding the volatile food and en-
ergy components, the core rate of inflation
was consistently lower.
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Some energy prices, such as gasoline, are
now leveling off while others, such as heat-
ing oil, are declining. Energy prices should
decline even more later in the year as Iraqi
oil comes onto the market. This decline will
put downward pressure on both the producer
and consumer price indexes in coming
months. For the year as a whole, producer
prices should rise only about 2.8 percent.

These favorable inflation numbers mean
that the Federal Reserve has no reason to
raise interest rates at their July meeting.
The Federal Reserve should hold rates where
they are and reserve the option of lowering
later in the year.

Yet, we have heard all kinds of hints
and comments made by members of the
Federal Reserve that, indeed, rates will
go up in July.

A group called the Business Council,
a group of chief executives of 100 of the
largest corporations in our Nation, did
a recent survey which is reported in
the May 18 New York Times. Nearly
half of them stated that it was harder
to raise prices in their industry than it
was 6 months ago. Only 9 percent said
it was easier. So over half of them said
it was harder to raise prices.

Almost all of the respondents urged
the Federal Reserve to stimulate the
economy by lowering rates. The article
quoted John Walsh, the CEO of the
General Electric Co., as saying: “We do
not see industrial prices or labor pres-
sures driving inflation upward.”

Mr. Greenspan did not see the ter-
rible recession and skyrocketing unem-
ployment in late 1974 as he advocated
fiscal restraint as President Ford's
chief economic adviser. Mr. Greenspan
did not see the recession in 1990. And
what did Mr. Greenspan see? He saw in-
flation in some tea leaves in 1994 when
he doubled the interest rates from 3
percent to 6 percent in one year. From
February 1994 to February 1995, he dou-
bled the interest rates. Low inflation.
He so indicated that himself.

Is this the balanced kind of approach
that we want from a Chairman of the
Federal Reserve? I say no. We need
someone who has more of a balanced
approach. We need someone who will
give the economy a chance to grow,
who will give Americans a chance to
increase their incomes so as to have a
better life.

If inflation starts to rise, then, yes,
it is responsible to raise rates and do it
in a timely and effective manner. But
America does not need a low growth
Chairman of the Fed who slams his
foot on the economic brakes because of
some mirage of inflation that may take
place in the future.

Mr. President, I wanted to revisit the
topic of Mr. Greenspan's actions con-
cerning the 1990 recession. I spoke
about that yesterday. I spoke about it
earlier, when in October 1990, as the
minutes now reveal, because—again, I
want to point this out. By law, the
minutes of the Federal Open Market
Committee are kept sealed for 5 years.
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I hope we can revisit that at some
time. I do not believe they should be
sealed for 5 years—maybe a year, but
certainly not 5 years. But now, in look-
ing at the minutes of the 1990 meeting
of the FOMC, we find in October Mr.
Greenspan saying that—well, to para-
phrase it: “We hear the thunder, we
hear the lightning. People say there is
thunder and lighting, but we stuck our
hand out the window and it is not rain-
ing,” in response to whether or not we
are in a recession.

The fact is, the recession started in
July 1990. This is October 1990. Mr.
Greenspan says we are not in a reces-
sion. It was not until December 1990
that Mr. Greenspan finally admitted, 6
months later, that we were in a reces-
sion.

So we had the recession of 1990. Mr.
Greenspan finally recognized it. His re-
sponse, “Well, sometime we will come
out of it.” How does the recovery from
that recession compare to the other re-
cessions that we have had since the end
of World War II? The Greenspan Fed
was very late in moving to lower inter-
est rates to create a more accommo-
dating policy and lift us out of that re-
cession, and that was harmful to the
recovery.

This is a pretty busy chart. Again,
maybe this is one of the reasons we do
not engage in economic policy discus-
sion around here more, because some-
times it does get confusing. But, again,
it is really simple when you strip it
away. What this chart shows is the per-
cent decline in interest rates following
the bottom of a recession. In other
words, you get into a recession, you cut
interest rates to stimulate the econ-
omy, and get out of the recession.

How fast do you cut the interest
rates to get out of a recession? Here we
see that, in the recessions of 1960, 1969,
1957, 1973, and 1981, we see dramatic
drops in interest rates to get us out of
those recessions. For example, in the
1957 recession interest rates declined
by 50 percent in 5 months—5 months.
Here is 1973. In 1960 there was a 50 per-
cent decline in about 12 months; the
same in 1981. In all these times we
came out of a recession in a fairly
short period of time. Why? Because the
Fed Chairmen took action to stimulate
the economy, get our people back to
work, reduce unemployment, and get
us out of the recession.

Let us look at the recession of 1990.
That is this flat line over here. We do
not get a 50 percent cut in interest
rates until almost 34 months, almost 3
years after the depth of that recession.
So, again, I have been comparing Mr.
Greenspan’s actions with those of other
Fed Chairmen since World War II. I
compared earlier GDP growth. Now I
am comparing his actions recovering
from a recession, compared to other
times. It was too slow, too timid, too
much of a struggle, to get out of that
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recession. It is too long a period of
time. And what that means is that
families are hurt, people are unem-
ployed, and the economy starts build-
ing in a slower rate of growth than
what we otherwise need. I believe that
is also what is affecting us even yet
today. So, you can see he was much too
timid in reducing those interest rates.

Let me read an article by the Nobel
laureate economist, Paul Samuelson,
who is a professor at MIT. It appeared
in the September 1993 issue of ‘‘Chal-
lenge” magazine. It is titled ‘““Leaning
Against What Inflationary Wind?”

The U.S. economy is not on the verge of
overheating at present. If and when the
changes, it will be a good time to pump gent-
ly on the brakes. That time is not now.

Mr. Samuelson goes on to say:

After a dozen years of structural budget
deficits and low private sector saving by U.S.
families and corporations, economic history
and economic science concur in the diagnosis
that monetary policy rather than fiscal pol-
icy should be the major macroeconomic
weapon for assuring a healthy 1993-96 recov-
ery and for restoring the share of capital for-
mation in the American economy.

I will repeat that. What Mr. Samuel-
son is saying is that monetary policy
has to be the engine, rather than fiscal
policy. Why? Because we have these
huge budget deficits. There is little we
can do. And we have years of low sav-
ings rates. We do not have that pool to
draw on. So it has to be monetary pol-
icy.

Mr. Samuelson goes on to say.

The last five years will go down in the
textbooks of economic history as a period of
disappointing performances by central
banks. America’s central bank, the Federal
Reserve, began the decade of the 1980s with a
stellar report card. Under Chairman Paul
Volcker, from 1979 to 1982, remarkable
progress was made in wringing out of our
economy the double-digit stagflation that
had built up in the 1970s. Then in 1982 and
1983, as I shall describe for its peculiar rel-
evance today, the Fed fires up the American
locomotive in a prudent way, leading the
United States and the global economies into
a needed expansion.

What Mr. Samuelson is saying, basi-
cally, is that—he says—he talks about
the Bundesbank.

In particular, the revered Bundesbank has
brought on unified Germany a serious reces-
sion that it never expected to occur. Outside
of Germany, directly and indirectly, the bias
of the Bundesbank toward preoccupation
with inflation to the neglect of real growth
and unemployment has led to a lasting
slump for Common Market and other Euro-
pean countries. In the end, the dream of a
Maastricht Treaty that would unify the Eu-
ropean economy was dashed by Bundesbank
intransigence. Unemployment rates in
Spain, Italy, and Ireland soared. Waiting
upon the German credit expansion that
never came, Britain, Italy, and Spain were
forced out of the European Monetary Union.
Countries like France that accommodated
the Bundesbank have been penalized by dou-
ble-digit unemployment rates. Sweden, with
its interest rate forced temporarily up to a
500 percent annual rate in order to have the
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Kroner look the Mark in the eye, is a spec-
tacle no sage ever expected to see again in
the modern world. . . .

Where an Italy or a Spain face genuine
international constraints, Japan's wounds
have been self-inflicted and gratuitous. And
in wounding herself, Japan has also wounded
the U.S. bilateral imbalance with Japan,
contributing significantly to the puny 0.7 of
1 percent annual rate of American real GDP
growth in the 1993 first quarter. Where it not
for involuntary piling up of inventory accu-
mulation, our final real GDP would actually
have been declining in 1993’s first quarter.

I did not mean to get bogged down in
that, but really what he is talking
about is he is talking about what the
Bundesbank did in Germany in terms
of focusing only on inflation and ignor-
ing what is happening with unemploy-
ment and growth. Then he goes on to
say:

Alas, the Federal Reserve has shared in
this central bank saga of acting too little
and too late against macroweakness on Main
Street, U.S.A. It can be said, soberly and
with statistical significance, that the defeat
of George Bush in 1992 and the Republican
disappointments in the Senate and the House
are the direct result of Federal Reserve mis-
diagnosis of the seriousness of the 1990-92
state of U.S. demand.

Again, Main Street, USA, has not, in
town meetings, given the Federal Re-
serve such a mandate to do what they
have done. Nor has a committee of the
two Houses, nor a majority vote in ei-
ther of the Houses. This is Mr. Samuel-
son:

I believe this to be important not as a mat-
ter of history or of general philosophy. It is
important because the money market has
every reason to believe—even without leaks
to the press after Open Market Committee
meetings—that this Federal Reserve (the
only one we have) is only too prone to (1) en-
gineer higher short-term interest rates, or
(2) countenance such higher rates (a) at the
first signs of a healthy real recovery—say, a
3.25 percent (annual) growth rate for two suc-
cessive quarters, or (b) at the first signs of
some acceleration of price-level indexes.

Mr. Samuelson, I think I said it cor-
rectly. Basically it is important, not as
a matter of history or philosophy, it is
important to America because the Fed-
eral Reserve is prone to, No. 1, engineer
higher interest rates, or, No. 2, coun-
tenance such high interest rates at the
first sign of a healthy recovery, if we
go anywhere above—he said up to 3.25
percent, but it looks as if we go over 2.5
percent they are ready to slam on the
brakes.

(Mr. MACK assumed the chair.)

Mr. HARKIN. Mr. President, the mi-
nority staff of the Joint Economic
Committee prepared some charts that I
think are illustrative of what has been
wrong with Mr. Greenspan's leadership
at the Federal Reserve.

The first chart simply shows the
speed by which the Federal Reserve
lowered rates. I already went over that
chart. I am going to put that back up
because it goes with these other charts.

Again, this first chart shows the
speed at which the Federal Reserve re-
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duces interest rates to get us out of re-
cession. Going all the way back to 1957,
the Fed acted very strongly to reduce
interest rates. But in 1990, coming out
of that recession, Chairman Greenspan
did not act decisively and, thus, inter-
est rates stayed abnormally high.

Here is another chart. Let’s see how
fast the economy recovered. This is
sort of the flip side of that last chart.
This shows the growth of payroll em-
ployment from the bottom of the reces-
sion compared to those previous years
going back to World War II.

S0 here is the bottom of the reces-
sion; here is coming out of it. In the
previous seven recessions, we see em-
ployment gaining rapidly. In fact, the
average of the past seven, in the first 2
years after the depth of a recession, we
have employment gains of over T-per-
cent growth.

What happened after the 1990 reces-
sion? Here is Mr. Greenspan: We had no
growth, no growth for almost 13, 14
months; negative growth. And then, fi-
nally, we came out a little bit, and
after 24 months, we had about 1 percent
growth in employment coming out of
that recession. Again, my point being
that Mr. Greenspan, first, did not rec-
ognize we were in a recession; second,
when it became apparent we were in a
recession, he acts too timidly to bring
us out of that recession.

On the other hand, if inflation is
threatening, the brakes are slammed
on at the first sign of a hint of infla-
tion, not real inflation, but the threat
of inflation. But when it is jobs and un-
employment, well, we can linger for a
while. The result is a very dismal
record in getting employment back up
after a recession. One year after a re-
cession—1 year after a recession—basi-
cally no jobs at all.

The third chart that I have shows an-
other related fact, change in the unem-
ployment rate. In the other seven re-
cessions, we see considerable improve-
ment in lowering unemployment, the
proportion of the work force without
jobs. That, unfortunately, was not the
case for the 1990 recession.

On average, for the seven recessions
prior to 1990, the unemployment rate
dropped about 20 percent off the rate at
the end of each recession, and we see
that here. There was a tremendous re-
duction in unemployment in the last
seven previous recessions.

What happened after the 1990 reces-
sion? Instead of going down, we went
the wrong direction. Unemployment
actually went up. It came down a little
bit and leveled off after a couple of
years, but still not back at even the
rate at which unemployment was at
the height, or I should say the depth, of
the recession.

So we were going the wrong way. We
had very little recovery at all. Again,
we need to have a balanced policy that
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says, ‘‘My gosh, if we are going to re-
cover from a recession, we have to re-
duce unemployment.” We did in all the
previous seven, but not in the one in
1990. Again, my point being that Mr.
Greenspan acted too timidly and not in
the right direction to get that unem-
ployment down.

So now I return to where I started
today, and that is the 1994-95 period.
We have a recession. Mr. Greenspan
does not act decisively enough. We lin-
ger with high unemployment, we linger
with low growth, no new jobs added,
and then we come in to 1993, 1994, 1995.

It has been almost axiomatically ac-
cepted around here and in America
that if we lower the budget deficit, in-
terest rates will come down. That is al-
most like a mantra that we all enun-
ciate all the time: “If we can reach a
balanced budget, interest rates will
come down and that will save the
American people a lot of money.” “‘Re-
duce that budget deficit and we'll get
the interest rates down.” Well, OK.

In 1993, the first year of the Clinton
administration, bold action was taken
to reduce the deficit. Now, you can
argue about whether it was a tax in-
crease and all that. We can get into
that, and we can debate that, too. The
fact is that the deficit started coming
down. It started coming down—actu-
ally, I will even give President Bush
credit—actually, the deficit started
coming down in late 1992 and early
1993. Part of that had to do some with
Bush and his policies; some of it had to
do with the fact when Clinton came in,
the President and the Congress started
talking about a budget that would
begin cutting the deficit. Based on
that, we thought interest rates would
come down.

The budget was passed that year and
started to go into effect in October
1993. So in October 1993, the budget
that we passed went into effect. The
deficit started to accelerate down. In 2
yvears, the deficit was cut by over 40
percent in 2 years. It is now down—
well, right now I can say compared to
when Mr. Clinton came into office, the
budget deficit is about 60 percent less.
The budget deficit is coming down. You
would think if the deficit is coming
down, surely interest rates must come
down, too. But after passing the budget
of 1993, we kept our deficit coming
down. Mr. Greenspan, in February of
1994, started raising interest rates
seven times in one year, from 3 to 6
percent. As our deficit was coming
down, Mr. Greenspan was raising our
interest rates.

My point is that it is not axiomatic,
it is not absolutely certain that if we
reach a balanced budget we will have
lower interest rates. We will have
lower interest rates if, and only if, we
have a Federal Reserve System, and a
Chairman, that will respond to those
actions and reduce those interest rates
as the deficit comes down.
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Obviously, there have to be other fac-
tors. When I say that even if we have a
balanced budget and we have inflation
that they should not raise interest
rates—of course not, the Federal Re-
serve should respond to that. If we
have inflation threatening, if inflation
is there, yes, they have to put on the
brakes.

I am just saying in this period of
time, we had no inflation threatening,
we had high rates of unemployment,
underemployed people in America, low
wage growth, wage stagnation, we had
a reducing deficit and we had a Chair-
man of the Fed raising interest rates.
Please, somebody explain that to me.
It defies logic. It can only happen if the
philosophy that Fed Chairman has is
that if he sees a mirage in the distance
of the threat of inflation, he must raise
interest rates.

I believe that does our country a dis-
service because we have the capacity to
grow in America. We have the capacity
to grow. We have people who want to
work. As I said, 348,000 jobs were cre-
ated last month; but 500,000 people
went out and looked for a job. People
want to go to work. Businesses want to
expand. Just read the article from the
National Association of Manufacturers.
Businesses want to expand. They want
to grow. But the policies of the Federal
Reserve System is keeping that from
happening.

To truly understand the Fed’'s 1994
seven consecutive rate increases, we
have go back to the summer of 1993.
Mr. Greenspan announced that he was
abandoning the M2 indicator. I am not
going to get into that. That is why we
get into all these arcane economic
terms. But he said he was abandoning
the M2 indicator in favor of “‘real inter-
est rates.”” Despite the fact that this
M2 indicator fell short of its midpoint
targets in 6 consecutive years, giving
indications of a possible recession, Mr.
Greenspan instead feared that long-
term rates were too low in comparison
to short-term interest rates.

As Mr. Greenspan noted in his Sep-
tember 1, 1993, testimony, short-term
rates were nearly zero, and long-term
rates were much higher. According to
Mr. Greenspan, ““This configuration in-
dicates to market participants that
short-term real rates will have to rise
as the headwinds diminish if substan-
tial inflationary imbalances are to be
avoided.” That was his testimony be-
fore the House Subcommittee on Eco-
nomic Growth and Credit Formation,
September 1, 1993.

OK. So for 1993, the Fed predicted a
GNP rise of 2.5 percent and 2.5 to 3.25
percent for 1994. Despite the low pro-
jected growth rates and the fact that 8
million people were unemployed and
another 4 million were involuntarily
employed part time, Mr. Greenspan
feared inflationary pressures because
of this discrepancy between short-term
and long-term rates.
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According to Prof. James Galbraith,
this was the only justification for rate
increases in 1994 and 1995. According to
Mr. Galbraith, three points in Green-
span’'s February 22, 1994, Humphrey-
Hawkins written testimony, made 3
weeks after Mr. Greenspan initiated
the first of seven rate increases, clearly
show that the Fed could not have
raised rates on inflation-fighting pol-
icy grounds alone.

No. 1, Mr. Greenspan said, “On the
inflation front, the deterioration evi-
dent in some indicators in the first half
of 1993 proved transitory.” No. 2, there
was no clear evidence that expansion in
1993 was excessive and was going to
carry over to 1994. This is Mr. Green-
span’s testimony. No. 3, inflation had
been falling, as Mr. Greenspan himself
even noted.

I am going into this because it has
been said that this increase by Mr.
Greenspan in interest rates and keep-
ing them high—it has only come down
a quarter of a point since February 1995
—is because of the threat of inflation.
But in Mr. Greenspan’s own words and
in his written testimony, he basically
says there was not inflation.

No. 1, Mr. Greenspan said, “On the
inflation front, the deterioration evi-
dent in some indicators in the first half
of 1993 proved transitory'—transitory,
not long term.

But for the year as a whole, 1993, the
Consumer Price Index rose 2.75 percent,
the smallest increase since the big drop
in oil prices, since 1986. Broader infla-
tion measures covering purchases by
businesses as well as consumers rose
even less. Again, these were transitory,
not permanent, developments.

The second point, there was no clear
evidence that expansion in 1993 was ex-
cessive and was going to carry over to
1994.

Again, Mr. Greenspan’s own testi-
mony: ‘“‘Nonetheless, markets appear
to be concerned that a strengthening
economy is sowing the seeds of an ac-
celeration of prices later this year by
rapidly eliminating the remaining
slack in resource utilization.”” How-
ever, he went on to say, ‘“‘But it is too
early to judge the degree of the under-
lying economic strength in the early
months of 1994.”

Wait a minute. Mr. Greenspan, in his
testimony, says, ‘‘* * * markets ap-
pear to be concerned that a strengthen-
ing economy is sowing the seeds of an
acceleration of prices later this year.”
However, he says, “But it is too early
to judge the degree of the underlying
economic strength in the early months
of 1994.”

In February 1994, he starts raising in-
terest rates, when he says ‘it is too
early” to judge it. That is why I say,
Mr. Greenspan raises interest rates,
slams on the economic brakes, not
when inflation is threatening, but
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when, in the distant horizon, he sees a
mirage of possible inflation. That does
a disservice to our country.

Many of the indicators at that time
gave little evidence of rising inflation.

An editorial in the March 14, 1994
Business Week, made it clear that Mr.
Greenspan had gone too far in his rate
increases.

Since Greenspan raised short-term interest
rates by 25 basis points . . .

That was the first of seven in-
creases—

Long bonds rates have risen nearly twice
as much, jumping to about 6.8%. Instead of
soothing the savage beasts at the bond mar-
ket, the Greenspan move appears to have in-
duced a frenzy.

What has gone wrong, and how can it be
fixed? It’s tempting to say—

This is the article from Business
Week I am quoting here—

It's tempting to say that Greenspan's pre-
emptive strike against inflationary expecta-
tions was wrong from the start.

Worse, Greenspan added to confusion in
the markets by admitting that the conven-
tional monetary measures were no longer re-
liable and that he was turning to more ex-
otic measures, including that ‘‘arcane
metal,” gold.

What is going on here? Business
Week says, ““Not so,” in terms of his
preemptive strike against inflationary
expectations, because they are saying
there was not any inflation.

What really spooked the markets was his
subsequent confession that he believed mon-
etary policy had been too loose, too long.

Monetary policy had been too loose
for too long.

The markets inferred that Greenspan's
strike was only the first in a series of at-
tacks against inflation. Market players
around the world concluded that the Fed
would push interest rates much higher in the
months ahead.

Business Week was right on the
mark, because in the weeks and
months ahead, that is exactly what Mr.
Greenspan did. This, again, is accord-
ing to Business Week. This is not my
judgment. Business Week, in their edi-
torial said, what spooked the markets
was not really a preemptive strike
against inflation since there was little
threat of inflation.

Let us go back to these charts.

Mr. Greenspan, according to Business
Week, says that he thought that mone-
tary policy had been too loose for too
long.

This is 1993.

Here is the recession, as I pointed
out, of 1990, which he did not see until
we were 6 months into it. Then, as Fed
Chairman, he has a responsibility to
try to get us out of that recession by
lowering interest rates.

As I pointed out, this is what hap-
pened in the previous seven recessions.
In each of these instances, interest
rates came down as much as 50 percent
in 5 months, 50 percent in 12 months.
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Mr. Greenspan did not reduce inter-
est rates 50 percent until 30 months
out—about 31 months out, to be correct
about it. That takes us up to about
1993, I guess. Yet he says the monetary
policy was ‘“‘too loose for too long,”
and thus starts tightening up and rais-
ing interest rates.

“Business Week’ was right, in March
1994. They expected him to keep raising
it, and, quite frankly, he did.

“Worse,”” they go on, ‘“Greenspan
added to confusion in the markets by
admitting that the conventional mone-
tary measures were no longer reliable
and that he was turning to more exotic
measures,’’ of the economy, ‘“‘including
that ‘arcane metal,’ gold.”

Mr. President, last year in testimony
before the Banking Committee in re-
sponse to a question by Senator SAR-
BANES, Mr. Greenspan admitted that,
ves, he would be in favor of returning
to the gold standard. Now, he admitted
that he would probably be the only
vote on the Federal Reserve to do that,
but that was his philosophy.

Perhaps we ought to have debate
about that. I wonder how many Sen-
ators here would like to have a vote on
returning to the gold standard. How
many votes do you think that would
get here on the Senate floor? I do not
know if we would get any. I do not
know if anybody really feels we ought
to return to the gold standard. Maybe
that was OK in the past, but we live in
a different world. This is a global econ-
omy. We have turned away from using
the gold standard as a basis. I am just
saying the Fed Chairman’s philosophy
is locked into that. He admitted it as
recently as 1 year ago.

There was little justification for the
rate increases. The economy quickly
reacted in a predictably negative way.
Instead of nipping inflation to help the
markets, the seven rate increases
threw the market into a tailspin. Per-
haps one of the most telling indicators
was that unemployment for years pre-
ceding 1994 was above the assumed
NAIRU. Here we come again to the non
accelerating inflation rate of unem-
ployment that I talked about earlier,
that the Fed seems to be looking at.
Prior to 1994, this was above the wide-
ly-assumed limit of 6 percent. In 1991
unemployment was 6.7 percent, in 1992
it was 7.4 percent, and in 1993 unem-
ployment was 6.8 percent. Yet somehow
he says we have to raise interest rates.

The third and final point about why
the 1994 rate increases were unneces-
sary was this: The threat of inflation
had been falling. To say again, the
threat had actually been falling. Again,
here is Mr. Greenspan in his February,
1995 Humphrey-Hawkins testimony:

Fiscal and monetary policy are important
among those forces and have contributed to
the decline in inflation expectations in re-
cent years along with decreases in long‘-t.erm
interest rates. The actions taken last year to
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reduce the Federal budget deficit have been
instrumental in this regard.

That was a very interesting state-
ment by Mr. Greenspan last year.

There are two points that need to be
made here. First, I do not necessarily
disagree with him about discarding M2
as an indicator in favor of real interest
rates. What we do have a concern about
is M-2 showed that the money supply
was shrinking and the economy might
be slowing. Instead of focusing on other
indicators that might show a slowing
of the economy, Mr. Greenspan grasped
on to real interest rates. The discrep-
ancy between short and long-term
rates was evident and could be clearly
used as a justification for raising rates.
That is what he said.

Second, it should be clarified and re-
inforced that Mr. Greenspan and the
Fed labeled the rate increases as a pre-
emptive strike and not a reaction to
accelerating inflation that would have
clearly justified an increase in interest
rates.

Let me read the July 10, 1995, article
from “U.S. News & World Report” by
Mortimer Zuckerman. In his July 10,
1995, editorial, he says:

Ouch! The squeeze is back. In May 101,000
jobs disappeared. The workweek for most
Americans is falling while the number of
people filing claims for unemployment is ris-
ing. Don’t blame it on the business cycle:
The current slump is the handiwork of the
Federal Reserve Board, an institution that is
signally failing the nation. The Fed raised
short-term interest rates seven times in
roughly a year, doubling their levels and
whacking key rate-sensitive industries such
as housing and autos. Boom, the robust ex-
pansion of "% has turned into the stagnation
of mid-'95.

Why, you may ask, did the Fed do this? It
surely was not responding to inflation. Unit
labor costs, the basic fuel of inflation, grew
by less than 1 percent last year (and actually
fell by 2.3 percent in manufacturing). Infla-
tion at the retail level has been running at 3
percent or less for three years, the best per-
formance in three decades—and the experts,
including Fed Chairman Alan Greenspan, be-
lieve even that is overstated by as much as
a full percentage point because of statistical
flaws.

Now, I'm reading from the U.S. News
& World Report, July editorial, by
Mortimer Zuckerman.

No, what the Fed had in mind was an at-
tack on inflationary expectations—the no-
tion that, if left unchecked, the economic
buoyancy of late 1993 would surge into '9%4
and lead to rapidly increasing prices rather
than to rapidly increasing jobs.

The economic buoyancy, this is the
economic buoyancy that Mr.
Zuckerman is talking about, not an
economic boom, but at least we are
talking about getting better. Too slow,
but by 1993, 3 years out from the reces-
sion, we were finally starting to get a
little bit better.

Mr. Zuckerman goes on:

Overlooked or simply ignored were several
mitigating factors—that major corporations
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were still laying off tens of thousands of em-
ployees . . .

As I mentioned, the unemployment
rate for 1993 was 7.4 percent. That was
up from the year before. Again, an-
other example of the Federal Reserve
not fighting unemployment by failing
to reducing interest rates after the last
recession. Also overlooked was ‘‘that
real wages for most Americans were de-
clining, that a true world economy had
radically altered the ways and means
of production.”

Now, what was supposed to be a “‘soft land-
ing" to slower growth is fast turning into
something else. Real retail sales, the most
important factor in our economy, dropped at
an annual rate of 1.9 percent in the first two
months of the second quarter. . . Consumer
confidence plunged a dramatic 9 percentage
points in the past month. . . .

The latest Fed failure underlines its mis-
management of the monetary side of the
economy over the past five years.

These are not my words. These are
the words of Mr. Zuckerman, editor of
“U.S. News & World Report.”

In the last decade of the 20th century, too
little, too late, seems to be engraved in its
institutional seal. In 1989, it sowed the seeds
for the recession of 1990-81, then slowed the
recovery by not easing up quickly enough.

Again, evidenced by that chart.

“Is the Fed flying blind?"”
Zuckerman asks.

You have to wonder. Its view is that the
sustainable level of economic growth is 2.5
percent. But the notion that any growth rate
above this level would cause an increase in
the rate of inflation through shortages of
labor, materials and manufacturing capac-
ity, is questionable. The Fed underestimates
the actual rise in manufacturing capacity
put in place and overestimates the dangers
of wage inflation given the historic shift in
the balance of bargaining power between
management and labor, the large number of
people working part time or on temporary
jobs and the continued corporate restructur-
ing. Beyond that, economic globalization has
provided the United States with additional
capacity and cheap labor to expand produc-
tion without price increases.

Mr. Zuckerman says:

We can have growth higher than 2.5 per-
cent and an unemployment rate lower than 6
percent and still not have an inflationary
surge. In the 1960's, after all, we had an un-
employment rate of 4.8 percent with an aver-
age inflation of only 2.3 percent. The Fed
should review its performance in the '60's
and '80's. Five years into the expansion of
the '60's, when growth seemed to stall, the
Fed moved rapidly and cut interest rates by
2 full points, extending the expansion to a
record nine years. The 1980's expansion
turned into the second longest in postwar
history, again because the Federal Reserve
cut rates when it first spotted signs of eco-
nomic weakness in 1984 and 1986.

That was under Chairman Volcker.

Mr. President, in sum, the rate in-
creases in 1994 and 1995 can be inter-
preted as another example of Mr.
Greenspan searching for excuses to
raise rates as a justification to elimi-
nate inflation.

Mr.
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Again, I am going to refer to this
chart as often as I can. The American
people ought to know this. In 1 year,
February 1994 to February 1995, he dou-
bled interest rates. Since February
1895, to this date—actually to June
1996—they have only come down 3 quar-
ters of a point, with no inflation
threatening.

The Associated Press story reported
November 12, 1994:

Economists representing interests from
labor unions to big corporations accused the
U.S. Central Bank on Friday of pursuing an
ill-advised monetary policy by fighting a
phantom inflation threat to appease bond
traders on Wall Street. Lawrence
Chimerine—I am sorry if I mispronounced
the name—the chief economist at the Eco-
nomic Strategy Institute, a business-backed
think tank in Washington, DC, said that
long-term interest rates have risen faster
since February of 1994 when the Federal Re-
serve started its increases than at any other
time in U.S. history.

Any further ratcheting up of interest rates
really runs the risk of overkill and a reces-
sion.

That was said on November 12, 1994. I
believe there were two other rate in-
creases after that period of time.

It should be noted that the Fed
raised rates—I am sorry, it was 3 days
after this story was written, and again
in February 1995—two more times. In
the aftermath of the rate increases, the
Investors Business Daily had this to
say about Mr. Greenspan’s efforts. This
is an editorial in Investors Business
Daily, dated April 17, 1995:

If former Defense Secretary, Robert McNa-
mara, can own up to his horrendous errors on
Vietnam, why can't Federal Reserve Chair-
man Alan Greenspan end his misguided cam-
palgn against inflation?

The McNamara memoir published last
week . . . is a stunning admission of failure.
He confesses that his over-reliance on num-
bers and failure to understand the human
consequences of his actions led to the trag-
edy we know today as Vietnam.

McNamara was one of the postwar “whiz
kids"” who thought they'd elevated manage-
ment to a science. The former President of
Ford Motor Company, he thought his num-
ber-crunching expertise, statistics, and ar-
cane mathematical formulae were all he
needed to “manage’ a war.

Pride? Arrogance? Some failures can’t be
described with mere words. The bottom line
on that Vietnam “strategy” is some 58,000
names on a black wall in Washington, DC,
and continued tyranny in Southeast Asia.

We were struck by McNamara's admission
of error because his fascination with data is
shared by Fed Chairman Greenspan—who is
waging a long, costly and misguided war of
his own. Like McNamara, Greenspan is arro-
gantly using his numbers expertise to fight
the last war—the 1970's battle against infla-
tion.

And just as McNamara’s antiseptic “body
counts” seemed to blind him to both the fail-
ure and the human costs of his plan for win-
ning the war, Greenspan seems to miss the
costs to the real economy—jobs, incomes,
goods and services—of his campaign against
phantom inflation.

We’ve heard all the arguments for continu-
ing the battle: The U.S. is enjoying the best
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of all possible worlds, with rapid growth and
low inflation. The Fed appears to have engi-
neered a *“*soft landing"—

How many times we have heard that
phrase?
in which the economy drops gently onto a
long, slow glidepath of steady, noninflation-
ary expansion.

We don’t buy it.

I am still quoting from Investors
Business Daily.

As the last recession showed, a soft landing
can very easily turn into a crash landing, or
a victory into a rout.

After seven interest rate hikes in a little
over a year, the Fed is flirting with disaster.
Businesses—as opposed to coupon-clippers—
are plainly worried.

Monetary policy in this country is con-
trolled by bond traders who live in high-rises
and are completely out of touch with reality.

The words of a radical? Hardly. Jerry
Jasinowski, the president of the National As-
sociation of Manufacturers, said that six
months ago, before the last two rate hikes.
Others in business echo his comments.

The signs of a slowdown are now wide-
spread. Retall sales are weak, auto sales are
declining, durable goods orders have rolled
over, new-home sales have tanked, money
supply is headed south and the index of lead-
ing economic indicators is signaling sluggish
growth at best.

. . . As most economists know, it takes six
months to two years for the full effects of a
Fed tightening to be felt. The Fed's recent
tightening binge—an unprecedented doubling
of rates in just 13 months—probably won't
finish hitting home until 1996.

Meanwhile, inflation remains nowhere to
be seen—despite the constant fears of bond
market vigilantes who believe jobs, prosper-
ity and hyperinflation are somehow linked.

That was Investors Business Daily,
and that was in 1995. Similar to 1974,
when the WIN—the whip inflation
now—policy helped inflation along by
raising taxes on oil, the interest rate
increases in 1994 may have made it
more difficult to actually fight infla-
tion in the future because they raised
the price of obtaining a car loan, home
mortgage, or a student loan. The 1994
increase failed on all counts, including
even Mr. Greenspan’s. According to the
University of Denver economist, Ran-
dall Wray, ““The Fed’s policy shift after
February 1994 was a resounding failure
by Mr. Greenspan's own criteria. Long-
term rates immediately rose. The Fed’s
action led to a run out at the long end
of the market, causing an estimated $1
trillion loss.” Thus, long-term rates
have been high because the market
quite correctly feared other rate in-
creases and not because of high ex-
pected inflation. Once these became re-
ality, the bond market plummeted and
stock prices experienced volatility be-
cause additional rate hikes were
feared.

He went on to note that real eco-
nomic growth for 1994 turned out to be
less than the bottom of the Fed’s pre-
dicted range. By the end of 1995, the
economy was growing at a rate less

14225

than 1 percent. As data accumulated
that the economy was slowing, the Fed
reversed course and lowered short-term
rates by one-quarter of 1 percent three
times. Thus, we get down to 5.25 per-
cent.

There is little evidence to suggest
that small reductions would have any
significant effect on the economy.
However, the frequent interventions
were sufficient to keep the markets
guessing.

In late February of this year, Green-
span sent shock waves through the
markets when he suggested that policy
might tighten, but he was forced to im-
mediately clarify his position by indi-
cating that policy was likely to loosen.
But there is more.

In a January 2, 1995, editorial in the
Washington Post, Mr. Gerome
Weinstein of Columbia University ob-
served that six increases in interest
rates in less than a year suggest that
Mr. Greenspan has forgotten that the
economy does not change course quick-
ly or easily. An interest rate change
can be expected to take about 18
months to work its way through the
complexity of the economy before it
has a lasting effect. Six increases in 11
months would suggest that Mr. Green-
span and the Fed are impatient.

Mr. President, why do I go through
all of this? Why have I cited all of
these economists—Mr. Zuckerman of
U.S. News & World Report, Mr.
Jasinowski of the National Association
of Manufacturers, and a host of other
writers? Why go into all of this? Be-
cause, as I have said many times, there
is a common thread that ties Mr.
Greenspan's actions together as we
have seen again and again and again
from his days as Chairman of the Coun-
cil of Economic Advisers to the
present.

Mr. Greenspan has consistently
shown the same two tendencies. First,
he misjudges the signs of an oncoming
recession. Mr. Greenspan often comes
to the correct economic conclusions
but way, way too late.

Chief economist David Jones stated
that Greenspan is so preoccupied with
arcane numbers, he tends to miss big
trends. As a result, he often makes th«
right moves but at the wrong time
Timing is not his strong suit.

According to U.S. News & World Re-
port editor Mortimer Zuckerman, Alan
Greenspan and his board at the Federal
Reserve make ladies who read tea
leaves pretty hot. The Fed foresaw a
dangerous boom in 1989, tightened in-
terest rates, and got a long recession
instead.

The second aspect of the common
thread throughout Mr. Greenspan's
adult life is that he does not act deci-
sively enough to pull the economy out
of recessions because of his inordinate
fear of inflation.



14226

Again, let us go back. Remember the
1974 whip inflation now plan, the WIN
plan. As Chairman of the Council of
Economic Advisers, Mr. Greenspan de-
signed an economic plan that raised
taxes, worked to limit consumption,
and resulted in an unemployment rate
of 9 opercent. According to Mr.
Zuckerman, the same held true in 1991.
I quote:

Having rushed to that wrong conclusion—

The dangerous boom of 1989.

they dithered for so long in correcting it
that we did not come out of the recession
until 1991-1992. In 1994, when recovery was
really starting to happen, they went back to
their tea leaves and got in the ratchet reflec-
tion mode, again battling a phantom infla-
tion, an inflation they admitted was not
there. It was an expectation.

Editorial, August 7, 1995, U.S. News &
World Report.

Again, what I talk about is the mi-
rage on the horizon of possible infla-
tion. In fact, Mr. Greenspan even seems
to publicly ignore statistics that might
indicate that he does not need to raise
rates to fight inflation. For example, in
his Humphrey-Hawkins testimony on
February 27, 1995, Greenspan did not
read the most optimistic portion of his
prepared remarks. I want to comment
on that.

There were prepared remarks that
Mr. Greenspan had. But in his testi-
mony of February 27, 1995, he kind of
skipped over it. Here is what it said.

These developments do not suggest that
the financial tender needed to support the
ongoing inflation process is in place.

An amazing statement by Mr. Green-
span, someone who has just raised in-
terest rates—doubled over a year,
seven rate hikes. In February 1995, at
the end of the last rate hike, he says in
his written testimony that:

These developments do not suggest that
the financial tender needed to support the
ongoing inflation process is in place.

What is going on here, Mr. President?
Mr. Greenspan, in his written testi-
mony, says that it is not there, that
the financial tender needed to support
the ongoing inflation process is not
there. We have high interest rates.

Again, I am referring to the crucial
1995 Humphrey-Hawkins testimony and
Greenspan's rejection of the idea that
the economy’s potential for the sus-
tained growth rate was much above the
current level of about 2.5 percent.

Here again are Mr. Greenspan’'s own
words.

But while most analysts have increased
their estimates of America's long-term pro-
ductivity growth, it is still too soon to judge
whether that improvement is a few tenths of
a percentage point annually or even more,
perhaps moving us closer to the more vi-
brant pace that characterized the early post-
World War II period. It is fair to note, how-
ever, that the fact that labor and factory
utilization rates have risen as much as they
have in the past year or so does argue that
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the rate of increase in potential is appre-
ciably below the 4 percent growth rate of
1994.

Again, that is his testimony before
the Banking Committee of February 22,
1995.

So, Mr. President, a common thread
is misjudging what is happening and
then mishandling how to pull us out of
the recession because of his absolute
fear of inflation.

Mr. President, I think what we see
here is a Fed Chairman whose eco-
nomic philosophy—again, I say this
with all due respect. I hold no personal
animus at all toward Mr. Greenspan.
People speak of him in highly glowing
terms. I have had, as far as I know,
only one meeting with him in my life
in my office, when he was gracious
enough to ask for a meeting. He came
down to my office. Several of us met in
our office with him, several Senators.

It was a fascinating discussion. We
were just kind of getting into it when
the bells rang and we had to go vote.
But I believe our job as Senators is not
to approve people, to put them into a
position simply because they may be
nice people or they have a lot of friends
or they move in acceptable social cir-
cles.

Our job, I believe, especially in this
important position, Chairman of the
Federal Reserve Board, is to look at
the record of the person who is nomi-
nated to fill that position. What has
been that person’s economic record?
How accurate have they been in the
past? What is their philosophy? And,
especially, we must ask those ques-
tions if it is a person who has been
Chairman of the Fed and seeks to be
renewed in that position.

I think we, in this body, have been
too prone to just rubberstamp those
nominees who have come to us for posi-
tions on the Federal Reserve Board,
and especially as Chairman.

I will admit, in all candor and frank-
ness, that I voted for Mr. Greenspan, on
one occasion, to be in the Fed. I will
admit, in all candor, I did not look at
the record all that much either. But
this time, with what has happened in
1993, 1994, 1995, with the efforts of this
administration to reduce the deficit
and the efforts of this Congress, and I
speak of both Republicans and Demo-
crats, in biting the bullet—oh, we may
have our differences on where to trim
and what to cut, but I think basically
Members of this Congress have worked
hard to reduce the deficit. And I be-
lieve the administration has, too. More
needs to be done.

The administration has acted coura-
geously to reduce the size of the Fed-
eral Government. But if what we are
rewarded with is the Chairman of the
Fed keeping interest rates unduly high,
keeping the economy from growing,
then perhaps our work will be in vain.
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We have the potential to grow in this
country. Everyone that I know sees it
out there. It does not take an econo-
mist to go out on Main Street, to go in
our businesses, to talk to working fam-
ilies, to know that that pent-up energy
is there, that ability is there.

You can use the figures, and they are
there. They show this: Our manufac-
turing sector is ready to go; small busi-
ness is ready to move; our average
working families are ready for a wage
increase, which they need and can use,
and which need not be inflationary.
The size of the labor force can grow
substantially in the future. But, I am
sorry to say, the Chairman of the Fed
is not allowing that to happen.

I yield the floor and suggest the ab-
sence of a quorum.

The PRESIDING OFFICER. The
clerk will call the roll.

The bill clerk proceeded to call the
roll.

Mr. HARKIN. Mr. President, I ask
unanimous consent that the order for
the quorum call be rescinded.

The PRESIDING OFFICER. Without
objection, it is so ordered.

Mr. HARKIN. Mr. President, I just
have one more item I want to cover. It
should not take me more than maybe
10 minutes, I hope, and then I will be
finished with my statement for today.
I know others wanted to know about
that. I understand there are some prob-
lems. I want to be as accommodating
as possible.

I want to cover, however, just briefly,
for the record, the issue of NAIRU. I
said earlier today I was going to get
into that, and I want to talk about
NAIRU, the nonaccelerating inflation
rate of unemployment, and what it is
and why it seems to have such a hold
on us.

So what is NATRU? Let me just read
some comments, and I will get into
NAIRU for a few minutes. Dana Mead,
the chief executive of Tenneco and
chairman of the National Association
of Manufacturers, had it right when he
said that “NATRU is to economics what
the Nehru jacket is to fashion—out-
dated.”

Robert Eisner, professor emeritus at
Northwest University, whom I quoted
earlier today several times, argues that
one can actually reduce inflation by
keeping unemployment under its natu-
ral rate.

He developed this argument in an ar-
ticle entitled “Our NAIRU Limit.”
That was in the American Prospect
magazine, spring of 1995. I thought I
would guote a little of it to talk about
NAIRU and what it is.

First of all, Mr. Eisner says, starting
his article:

We mustn’'t have it too good. Too much
growth—too little unemployment—is a bad
thing. These are not the idle thoughts of eco-
nomic nail-biters; they are the economic pol-
icy of the United States. After real growth of
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domestic product hit 4.5 percent in the last
quarter of 1994 and unemployment dipped to
5.4 percent in December—

Guess what?
the Federal Reserve moved on February 1 to
rajse interest rates for the seventh time in
less than a year. Why? To slow a too rapid
rate of growth and stop or reverse the fall in
unemployment. Why do that? To fight infla-
tion.

Ordinary people may wonder. . .

Hard nosed economic analysts and business
leaders are also raising questions. They
point to technological advances and
downsizing in U.S. industry and suggest that
productivity and output potential may well
be rising more rapidly than the 2.5 percent
long-term growth rate that Greenspan and
others think marks the outer limit for eco-
nomic growth. Furthermore, as people lose
old, high-paying jobs and look desperately
even for lower-paying employment—

We know how true that is—
there is slack in the labor force. Perhaps
most important, increasing globalization and
world competition may limit the ability of
American firms to raise prices and workers
to push for higher wages.

These heretical observations have so far
failed to dent the dominant dogma haunting
economic policy. The central tenet of that
dogma is a concept familiarly known among
economists as the NAIRU—the ‘‘nonaccel-
erating-inflation-rate of unemployment.”
While unknown to the general public, the
NAIRU has become one of the most powerful
influences on economic policy this century.
My recent work, however, shows that even
on the basis of a conventional model used to
estimate the NAIRU, there is no basis for the
conclusion that low unemployment rates
threaten permanently accelerating inflation.
And, according to an alternative model more
consistent with the data, inflation might ac-
tually be lower at lower unemployment lev-
els than we are experiencing today.

The basic proposition of the NATRU is sim-
ple: Policymakers cannot use deficit spend-
ing or an increase in the money supply to re-
duce unemployment below some “equi-
librium™ rate, except at the cost of accel-
erating inflation.

The concept of the NAIRU, derived from
Milton Friedman'’s notion of a “natural rate
of unemployment,” rejects the assumed
trade-off between unemployment and infla-
tion described by the Phillips curve, named
after A.W. Phillips, an innovative economist
from New Zealand.

Thus, according to the NATRU, fiscal
or monetary policies aimed at reducing
unemployment would leave us like a
dog chasing its tail. If policy were
aimed at keeping total spending suffi-
ciently high to keep unemployment
below its “natural rate,” inflation
would rise more and more rapidly.

In this view, the only way to reduce
unemployment, except possibly in the
short run, is to change conditions af-
fecting the supply of labor—for exam-
ple, by cutting the minimum wage, re-
duecing or eliminating unemployment
benefits, or upgrading the skill of
workers.

On the contrary, he says, that we
ought to be trying to reduce unemploy-
ment, not only by supply-side meas-
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ures, but by ensuring that the economy
is not starved for adequate aggregate
demand or productivity for increasing
public investment.

NAIRU—Non-Accelerating Inflation-
ary Rate of Unemployment, which we
are shackled by it.

Later in his study, Eisner goes on to
replicate CBO’s August 1994 economic
and budget outlook and comes to a
very important conclusion. And I
quote:

It takes still higher unemployment to
break the back of inflation. But high enough
unemployment does eventually turn infla-
tion negative. . .

The low-unemployment paths shown, how-
ever, offer quite a different picture. At 5.8
percent unemployment, contrary to Alan
Greenspan's fears, there is no accelerating
inflation. By the end of the century, infla-
tion settles at about 4.4 percent. Strikingly,
at lower unemployment rates, inflation is no
higher. At 4.8 percent unemployment, the
simulation shows inflation coming down to
3.6 percent. At 3.8 percent unemployment, in-
flation comes down to 2.9 percent. At 2.8 per-
cent unemployment, inflation at the end of
1999 is down to 2.1 percent.

Eisner also argues the long-term rate
of growth will increase with higher em-
ployment levels.

Over a longer period we should be educat-
ing and investing in human capital. . . . We
should be bringing millions of workers who
are essentially out of the labor force into the
labor force. We can make them productive
and get them off welfare. There is a lot of
g:duct.ion that can take place because of

t.

So, again, a completely contrary con-
cept of what Mr. Greenspan is saying.
Mr. Eisner, and others, through models
that they have developed and simula-
tions, show an alternative analysis—
that through lower rates of unemploy-
ment—higher rates of full employment,
you might say—that inflation actually
comes down. Again, I believe there is
so much pent-up energy and ability in
the American work force that we can
grow faster.

But regardless of future predictions
of the effect of unemployment on infla-
tion, it is clear, I believe, that the
NATRU is overestimated.

The 1996 economic report of the
President stated that:

For over a year now the unemployment
rate has fluctuated narrowly around 5.6 per-
cent, yet the core rate of inflation has re-
mained roughly stable rather than risen.

The economic report goes on to say:

This recent evidence strongly argues that
the sustainable rate of unemployment has
fallen below 6 percent, perhaps to the range
of 5.5 to 5.7 percent. The Administration’s
forecast falls on the conservative end of this
range by projecting the unemployment rate
of 5.7 percent over the near term.

This same paragraph also states:
Wage inflation, as measured by the em-
ployment cost index, also remains stable.

It is entirely possible that the rate
could be adjusted downward.
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James Robinson, former CEO of
American Express, echoes the words of
Dana Mead.

Like that Nehru jacket, the NAIRU con-
cept is outdated. In fact I would say that
NAIRU is a jacket itself—it’s like a strait-
jacket on our economy.

This is what Mr. Robinson had to
say:

That frame of reference for growth, called
maximum sustainable capacity by econo-
mists, was largely developed in the 1950's,
1960's, and 1970's. Today, the parameters of
growth are substantially expanded. The
deeper integration and breadth of competi-
tion that has come to the global economy on
only the past decade have opened the way to
more robust growth even among the devel-
oped Nations. The Fed has been cautious to
a fault. It makes a tragic mistake by erring
on the side of slow growth, denying Ameri-
cans a more dynamic economy, diminishing
living standards, and cutting off capital to
emerging markets.

Prof. James Galbraith builds on this
point when he argues:
In fact NATRUvians—

Ilike that word.

NAIRUvians have never successfully pre-
dicted where the barrier would be hit.

That is a minimum level of unem-
ployment.

The estimated NATRU tracks actual unem-
ployment.

Professor Galbraith says they do not
know where that barrier is, that mini-
mum level of unemployment. He says:

[Moreover] the estimated NAIRU tracks
actual unemployment. When unemployment
increases, conservative economists raise
their NAIRU. When it decreases, they predict
inflation, and if inflation doesn’t occur, they
cut their estimated NAIRU. There exists a
long and not-very-reputable literature of
such estimates.

For example, notable NAIRU sup-
porter Paul Krugman:

Places present estimates of the NAIRU
from about 5 to about 6.3 percent, with most
estimates clustered between 5.5 and 6 per-
cent.

Mr. President, I understand that the
Senator from Florida wanted to get
some housekeeping items done. I will
yield to him whatever time he may
consume for that.

The PRESIDING OFFICER
KyL). The Senator from Florida.

Mr. MACK. Mr. President, I inguire
of the Senator from Iowa how long he
intends to go beyond this point. The
reason I inquire is because I do not
want to inconvenience the Chair as
well.

Mr. HARKIN. In the interest of com-
ity—I understand that we have prob-
lems after 3:45. I will cut my comments
short. I just want to finish one thing on
NAIRU. It is now 3:40. I know that we
have a problem here. I want to be ac-
commodating. So I will just wrap up
my remarks very shortly. In like 60
seconds I will yield to the Senator.

Mr. MACK. I thank the Senator.

(Mr
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Mr. HARKIN. Mr. President, I wanted
to discuss NAIRU because I think it is
very important, because I think it is
acting as a straitjacket. I think that
Mr. Greenspan and the economists at
the Fed are looking at NAIRU and
abusing it. And in so doing, they are
abusing what I believe to be the capac-
ity of our economy to grow. I believe
there is an equal body of evidence and
data to suggest that we can reduce un-
employment and at the same time re-
duce inflation.

I believe it is worth the relatively
small risk to go ahead and get these in-
terest rates down, stimulate the econ-
omy. Let us have some growth. Why is
it that we have to accept growth of 2 to
2.5 percent? That is like saying,
‘“‘America, a C-average is fine.” I be-
lieve America can do a B-plus, and A.
We can do it without inflation. That is
why I want to talk about NAIRU.

I will continue next Thursday on the
Greenspan nomination. I will use my
time at that time to finish my com-
ments on NAIRU. I thank the Chair
and I thank the Senator from Florida.
I yield the floor.

The PRESIDING OFFICER. The
Chair appreciates the courtesies of the
Senator from Iowa.

The Senator from Florida.

Mr. MACK. I thank you, Mr. Presi-
dent. I too want to thank the Senator
from Iowa for his consideration.

APPOINTMENT OF CONFEREES—
H.R. 2977

Mr. MACK. Mr. President, I under-
stand that the Chair has been author-
ized to appoint conferees to H.R. 2977.

The PRESIDING OFFICER appointed
Mr. STEVENS, Mr. COHEN, Mr. GRASS-
LEY, Mr. GLENN, and Mr. LEVIN con-
ferees on the part of the Senate.

SINGLE AUDIT ACT AMENDMENTS
OF 1996

Mr. MACK. Mr. President, I ask
unanimous consent that the Senate
proceed to the immediate consider-
ation of Calendar No. 401, S. 1579.

The PRESIDING OFFICER. The
clerk will report.

The assistant legislative clerk read
as follows:

A bill (S. 1579) to streamline and improve
the effectiveness of chapter 75 of title 31,
United States Code (commonly referred to as
the “Single Audit Act™).

The PRESIDING OFFICER. Is there
objection to the immediate consider-
ation of the bill?

There being no objection, the Senate
proceeded to consider the bill, which
had been reported from the Committee
on Governmental Affairs, with amend-
ments; as follows:
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(The parts of the bill intended to be
stricken are shown in boldface brack-
ets and the parts of the bill intended to
be inserted are shown in italic.)

S. 1579

Be it enacted by the Senate and House of Rep-
resentatives of the United States of America in
Congress assembled,

SECTION 1. SHORT TITLE; PURPOSES.

(a) SHORT TITLE.—This Act may be cited as
the “‘Single Audit Act Amendments of 1996".

(b) PURPOSES.—The purposes of this Act
are to—

(1) promote sound financial management,
including effective internal controls, with
respect to Federal awards administered by
non-Federal entities;

(2) establish uniform requirements for au-
dits of Federal awards administered by non-
Federal entities;

(3) promote the efficient and effective use
of audit resources;

(4) reduce burdens on State and local gov-
ernments, Indian tribes, and nonprofit orga-
nizations; and

(5) ensure that Federal departments and
agencles, to the maximum extent prac-
ticable, rely upon and use audit work done
pursuant to chapter 75 of title 31, United
States Code (as amended by this Act).

SEC. 2. AMENDMENT TO TITLE 31, UNITED

STATES CODE.

Chapter 75 of title 31, United States Code,
is amended to read as follows:

“CHAPTER 75—REQUIREMENTS FOR
SINGLE AUDITS
“Sec.
“7501.
“7502.
“7508.
7504,

Definitions.

Audit requirements; exemptions.

Relation to other audit requirements.

Federal agency responsibilities and
relations with non-Federal en-
tities.

Regulations.

Monitoring responsibilities of the
Comptroller General.

“7507. Effective date.

“87501. Definitions

‘“(a) As used in this chapter, the term—

‘(1) ‘Comptroller General’ means the
Comptroller General of the United States;

‘(2) ‘Director’ means the Director of the
Office of Management and Budget;

‘(3) ‘Federal agency’ has the same mean-
ing as the term ‘agency’ in section 551(1) of
title 5;

“‘(4) ‘Federal awards’' means Federal finan-
cial assistance and Federal cost-reimburse-
ment contracts that non-Federal entities re-
ceive directly from Federal awarding agen-
cies or indirectly from pass-through entities;

“(5) ‘Federal financial assistance’ means
assistance that non-Federal entities receive
or administer in the form of grants, loans,
loan guarantees, property, cooperative
agreements, interest subsidies, insurance,
[donated surplus property,] food commod-
ities, direct appropriations, or other assist-
ance, but does not include amounts received
as reimbursement for services rendered to
individuals in accordance with guldance
issued by the Director;

“(6) ‘Federal program’ means all Federal
awards to a non-Federal entity assigned a
single number in the Catalog of Federal Do-

7505,
“7506.
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mestic Assistance or encompassed in a group
of numbers or other category as defined by
the Director;

‘YT ‘generally accepted government audit-
ing standards’ means the government audit-
ing standards issued by the Comptroller Gen-
eral;

*(8) ‘independent auditor’ means—

“‘(A) an external State or local government
auditor who meets the independence stand-
ards included in generally accepted govern-
ment auditing standards; or

“(B) a public accountant who meets such
independence standards;

“(9) ‘Indian tribe’ means any Indian tribe,
band, nation, or other organized group or
community, including any Alaskan Native
village or regional or village corporation (as
defined in, or established under, the Alaskan
Native Claims Settlement Act) that is recog-
nized by the United States as eligible for the
special programs and services provided by
the United States to Indians because of their
status as Indians;

*(10) ‘internal controls’ means a process,
effected by an entity's management and
other personnel, designed to provide reason-
able assurance regarding the achievement of
objectives in the following categories:

‘‘(A) Effectiveness and efficiency of oper-
ations.

*‘(B) Reliability of financial reporting.

*(C) Compliance with applicable laws and
regulations;

*(11) ‘local government’ means any unit of
local government within a State, including a
county, borough, municipality, city, town,
township, parish, local public authority, spe-
cial district, school district, intrastate dis-
trict, council of governments, any other in-
strumentality of local government and, in
accordance with guidelines issued by the Di-
rector, a group of local governments;

“(12) ‘major program' means a Federal pro-
gram identified in accordance with risk-
based criteria prescribed by the Director
under this chapter, subject to the limita-
tions described under subsection (b);

*(13) ‘non-Federal entity’ means a State,
local government, or nonprofit organization;

*'(14) ‘nonprofit organization' means any
corporation, trust, association, cooperative,
or other organization that—

‘“(A) is operated primarily for scientific,
educational, service, charitable, or similar
purposes in the public interest;

‘(B) is not organized primarily for profit;
and

“(C) uses net proceeds to maintain, im-
prove, or expand the operations of the orga-
nization;

“(15) ‘pass-through entity’ means a non-
Federal entity that provides Federal awards
to a subrecipient to carry out a Federal pro-
gram;

“(16) ‘program-specific audit’ means an
audit of one Federal program;

*(17) ‘recipient’ means a non-Federal en-
tity that receives awards directly from a
Federal agency to carry out a Federal pro-
gram;

*(18) ‘single audit’' means an audit, as de-
scribed under section 7502(d), of a non-Fed-
eral entity that includes the entity’s finan-
cial statements and Federal awards;
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*(19) ‘State’ means any State of the United
States, the District of Columbia, the Com-
monwealth of Puerto Rico, the Virgin Is-
lands, Guam, American Samoa, the Com-
monwealth of the Northern Mariana Islands,
and the Trust Territory of the Pacific Is-
lands, any instrumentality thereof, any
multi-State, regional, or interstate entity
which has governmental functions, and any
Indian tribe; and

“(20) ‘subrecipient’ means a non-Federal
entity that receives Federal awards through
another non-Federal entity to carry out a
Federal program, but does not include an in-
dividual who receives financial assistance
through such awards.

‘“(b) In prescribing risk-based program se-
lection criteria for major programs, the Di-
rector shall not require more programs to be
identified as major for a particular non-Fed-
eral entity, except as prescribed under sub-
section (¢) or as provided under subsection
(d), than would be identified if the major
programs were defined as any program for
which total expenditures of Federal awards
by the non-Federal entity during the appli-
cable year exceed—

“(1) the larger of $30,000,000 or 0.15 percent
of the non-Federal entity’s total Federal ex-
penditures, in the case of a non-Federal en-
tity for which such total expenditures for all
programs exceed $10,000,000,000;

“(2) the larger of $3,000,000, or 0.30 percent
of the non-Federal entity’s total Federal ex-
penditures, in the case of a non-Federal en-
tity for which such total expenditures for all
programs exceed $100,000,000 but are less than
or equal to $10,000,000,000; or

“(8) the larger of $300,000, or 3 percent of
such total Federal expenditures for all pro-
grams, in the case of a non-Federal entity
for which such total expenditures for all pro-
grams equal or exceed $300,000 but are less
than or equal to $100,000,000.

“(¢) When the total expenditures of a non-
Federal entity's major programs are less
than 50 percent of the non-Federal entity's
total expenditures of all Federal awards (or
such lower percentage as specified by the Di-
rector), the auditor shall select and test ad-
ditional programs as major programs as nec-
essary to achieve audit coverage of at least
50 percent of Federal expenditures by the
non-Federal entity (or such lower percentage
as specified by the Director), in accordance
with guidance issued by the Director.

*(d) Loan or loan guarantee programs, as
specified by the Director, shall not be sub-
ject to the application of subsection (b).

“§7502. Audit requirements; exemptions

“(a)(1)(A) Each non-Federal entity that ex-
pends a total amount of Federal awards
equal to or in excess of $300,000 or such other
amount specified by the Director under sub-
section (a)(3) in any fiscal year of such non-
Federal entity shall have either a single
audit or a program-specific audit made for
such fiscal year in accordance with the re-
quirements of this chapter.

*(B) Each such non-Federal entity that ex-
pends Federal awards under more than one
Federal program shall undergo a single audit
in accordance with the requirements of sub-
sections (b) through (i) of this section and
guidance issued by the Director under sec-
tion 7505.

*(C) Each such non-Federal entity that ex-
pends awards under only one Federal pro-
gram and is not subject to laws, regulations,
or Federal award agreements that require a
financial statement audit of the non-Federal
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entity, may elect to have a program-specific
audit conducted in accordance with applica-
ble provisions of this section and guidance
issued by the Director under section 7505.

**(2)(A) Each non-Federal entity that ex-
pends a total amount of Federal awards of
less than $300,000 or such other amount speci-
fied by the Director under subsection (a)(3)
in any fiscal year of such entity, shall be ex-
empt for such fiscal year from compliance
with—

‘(1) the audit requirements of this chapter;
and

‘/(ii) any applicable requirements concern-
ing financial audits contained in Federal
statutes and regulations governing programs
under which such Federal awards are pro-
vided to that non-Federal entity.

*/(B) The provisions of subparagraph (A)ii)
of this paragraph shall not exempt a non-
Federal entity from compliance with any
provision of a Federal statute or regulation
that requires such non-Federal entity to
maintain records concerning Federal awards
provided to such non-Federal entity or that
permits a Federal agency, pass-through en-
tity, or the Comptroller General access to
such records.

‘Y3) Every 2 years, the Director shall re-
view the amount for regquiring audits pre-
scribed under paragraph (1)(A) and may ad-
Jjust such dollar amount consistent with the
purposes of this chapter, provided the Direc-
tor does not make such adjustments below
$300,000.

*(b)1) Except as provided in paragraphs (2)
and (3), audits conducted pursuant to this
chapter shall be conducted annually.

‘Y(2) A State or local government that is re-
quired by constitution or statute, in effect
on January 1, 1987, to undergo its audits less
frequently than annually, is permitted to un-
dergo its audits pursuant to this chapter bi-
ennially. Audits conducted biennially under
the provisions of this paragraph shall cover
both years within the biennial period.

‘3) Any nonprofit organization that had
biennial andits for all biennial periods end-
ing between July 1, 1992, and January 1, 1995,
is permitted to undergo its audits pursuant
to this chapter biennially. Audits conducted
biennially under the provisions of this para-
graph shall cover both years within the bien-
nial period.

‘‘(c) Bach audit conducted pursuant to sub-
section (a) shall be conducted by an inde-
pendent auditor in accordance with gen-
erally accepted government auditing stand-
ards, except that, for the purposes of this
chapter, performance audits shall not be re-
quired except as authorized by the Director.

‘*(d) Each single audit conducted pursuant
to subsection (a) for any fiscal year shall—

‘(1) cover the operations of the entire non-
Federal entity; or

*Y(2) at the option of such non-Federal en-
tity such audit shall include a series of au-
dits that cover departments, agencies, and
other organizational units which expended or
otherwise administered Federal awards dur-
ing such fiscal year provided that each such
audit shall encompass the financial state-
ments and schedule of expenditures of Fed-
eral awards for each such department, agen-
¢y, and organizational unit, which shall be
considered to be a non-Federal entity.

‘‘(e) The auditor shall—

(1) determine whether the financial state-
ments are presented fairly in all material re-
spects in conformity with generally accepted
accounting principles;
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‘'(2) determine whether the schedule of ex-
penditures of Federal awards is presented
fairly in all material respects in relation to
the financial statements taken as a whole;

*(3) with respect to internal controls per-
taining to the compliance requirements for
each major program—

“‘(A) obtain an understanding of such inter-
nal controls;

**(B) assess control risk; and

“(C) perform tests of controls unless the
controls are deemed to be ineffective; and

“‘(4) determine whether the non-Federal en-
tity has complied with the provisions of
laws, regulations, and contracts or grants
pertaining to Federal awards that have a di-
rect and material effect on each major pro-
gram.

“(£)(1) Each Federal agency which provides
Federal awards to a recipient shall—

“(A) provide such recipient the program
names (and any identifying numbers) from
which such awards are derived, and the Fed-
eral requirements which govern the use of
such awards and the requirements of this
chapter; and

*(B) review the audit of a recipient as nec-
essary to determine whether prompt and ap-
propriate corrective action has been taken
with respect to audit findings, as defined by
the Director, pertaining to Federal awards
provided to the recipient by the Federal
agency.

‘4(2) Each pass-through entity shall—

“(A) provide such subrecipient the program
names (and any identifying numbers) from
which such assistance is derived, and the
Federal requirements which govern the use
of such awards and the requirements of this
chapter;

“(B) monitor the subrecipient’s use of Fed-
eral awards through site visits, limited scope
audits, or other means;

*(C) review the audit of a subrecipient as
necessary to determine whether prompt and
appropriate corrective action has been taken
with respect to audit findings, as defined by
the Director, pertaining to Federal awards
provided to the subrecipient by the pass-
through entity; and

(D) require each of its subrecipients of
Federal awards to permit, as a condition of
receiving Federal awards, the independent
auditor of the pass-through entity to have
such access to the subrecipient’s records and
financial statements as may be necessary for
the pass-through entity to comply with this
chapter.

*(g)(1) The auditor shall report on the re-
sults of any audit conducted pursuant to this
section, in accordance with guidance issued
by the Director.

“(2) When reporting on any single audit,
the auditor shall include a summary of the
auditor’s results regarding the non-Federal
entity's financial statements, internal con-
trols, and compliance with laws and regula-
tions.

“/(h) The non-Federal entity shall transmit
the reporting package, which shall include
the non-Federal entity’s financial state-
ments, schedule of expenditures of Federal
awards, corrective action plan defined under
subsection (i), and auditor’'s reports devel-
oped pursuant to this section, to a Federal
clearinghouse designated by the Director,
and make it available for public inspection
within the earlier of—

‘(1) 30 days after receipt of the auditor’'s
report; or
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*(2)(A) for a transition period of at least 2
years after the effective date of the Single
Audit Act Amendments of 1996, as estab-
lished by the Director, 13 months after the
end of the period audited; or

*(B) for fiscal years beginning after the pe-
riod specified in subparagraph (A), 9 months
after the end of the period audited, or within
a longer timeframe authorized by the Fed-
eral agency, determined under criteria
issued under section [7505] 7504, when the 9-
month timeframe would place an undue bur-
den on the non-Federal entity.

*(1) If an audit conducted pursuant to this
section discloses any audit findings, as de-
fined by the Director, including material
noncompliance with individual compliance
requirements for a major program by, or re-
portable conditions in the internal controls
of, the non-Federal entity with respect to
the matters described in subsection (e), the
non-Federal entity shall submit to Federal
officials designated by the Director, a plan
for corrective action to eliminate such audit
findings or reportable conditions or a state-
ment describing the reasons that corrective
action is not necessary. Such plan shall be
consistent with the audit resolution stand-
ard promulgated by the Comptroller General
(as part of the standards for internal con-
trols in the Federal Government) pursuant
to section 3512(c).

“(}) The Director may authorize pilot
projects to test alternative methods of
achieving the purposes of this chapter. Such
pilot projects may begin only after consulta-
tion with the Chair and Ranking Minority
Member of the Committee on Governmental
Affairs of the Senate and the Chair and
Ranking Minority Member of the Committee
on Government Reform and Oversight of the
House of Representatives.

“§7508. Relation to other audit requirements

‘a) An audit conducted in accordance
with this chapter shall be in lieu of any fi-
nancial audit of Federal awards which a non-
Federal entity is required to undergo under
any other Federal law or regulation. To the
extent that such audit provides a Federal
agency with the information it requires to
carry out its responsibilities under Federal
law or regulation, a Federal agency shall
rely upon and use that information.

‘(b) Notwithstanding subsection (a), a Fed-
eral agency may conduct or arrange for addi-
tional audits which are necessary to carry
out its responsibilities under Federal law or
regulation. The provisions of this chapter do
not authorize any non-Federal entity (or
subrecipient thereof) to constrain, in any
manner, such agency from carrying out or
arranging for such additional audits, except
that the Federal agency shall plan such au-
dits to not be duplicative of other audits of
Federal awards.

**(c) The provisions of this chapter do not
limit the authority of Federal agencies to
conduct, or arrange for the conduct of, au-
dits and evaluations of Federal awards, nor
limit the authority of any Federal agency
Inspector General or other Federal official.

*(d) Subsection (a) shall apply to a non-
Federal entity which undergoes an audit in
accordance with this chapter even though it
is not required by section 7502(a) to have
such an audit.

‘'(¢) A Federal agency that provides Fed-
eral awards and conducts or arranges for au-
dits of non-Federal entities receiving such
awards that are in addition to the audits of
non-Federal entities conducted pursuant to
this chapter shall, consistent with other ap-
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plicable law, arrange for funding the full cost
of such additional audits. Any such addi-
tional audits shall be coordinated with the
Federal agency determined under criteria
issued under section 7504 to preclude duplica-
tion of the audits conducted pursuant to this
chapter or other additional audits.

“(f) Upon request by a Federal agency or
the Comptroller General, any independent
auditor conducting an audit pursuant to this
chapter shall make the auditor’s working pa-
pers available to the Federal agency or the
Comptroller General as part of a quality re-
view, to resolve audit findings, or to carry
out oversight responsibilities consistent
with the purposes of this chapter. Such ac-
cess to auditor's working papers shall in-
clude the right to obtain copies.

“$7504. Federal agency responsibilities and
relations with non-Federal entities

‘“(a) Each Federal agency shall, in accord-
ance with guidance issued by the Director
under section 7505, with regard to Federal
awards provided by the agency—

‘(1) monitor non-Federal entity use of Fed-
eral awards, and

*“(2) assess the quality of audits conducted
under this chapter for audits of entities for
which the agency is the single Federal agen-
cy determined under subsection (b).

“(b) Each non-Federal entity shall have a
single Federal agency, determined in accord-
ance with criteria established by the Direc-
tor, to provide the non-Federal entity with
technical assistance and assist with imple-
mentation of this chapter.

“(e) The Director shall designate a Federal
clearinghouse to—

*(1) receive copies of all reporting pack-
ages developed in accordance with this chap-
ter;

*“(2) identify recipients that expend $300,000
or more in Federal awards or such other
amount specified by the Director under sec-
tion 7502(2)(3) during the recipient’s fiscal
year but did not undergo an audit in accord-
ance with this chapter; and

“(3) perform analyses to assist the Director
in carrying out responsibilities under this
chapter.

“§7505. Regulations

‘/(a) The Director, after consultation with
the Comptroller General, and appropriate of-
ficials from Federal, State, and local govern-
ments and nonprofit organizations shall pre-
scribe guidance to implement this chapter.
Each Federal agency shall promulgate such
amendments to its regulations as may be
necessary to conform such regulations to the
requirements of this chapter and of such
guidance.

“(b)1) The guidance prescribed pursuant to
subsection (a) shall include criteria for de-
termining the appropriate charges to Federal
awards for the cost of audits. Such criteria
shall prohibit a non-Federal entity from
charging to any Federal awards—

““(A) the cost of any audit which is—

“{1) not conducted in accordance with this
chapter; or

‘‘(ii) conducted in accordance with this
chapter when expenditures of Federal awards
are less than amounts cited in section
7502(a)(1)A) or specified by the Director
under section 7502(2)(3), except that the Di-
rector may allow the cost of limited scope
aundits to monitor subrecipients in accord-
ance with section 7502(f)(2)(B); and
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“(B) more than a reasonably proportionate
share of the cost of any such audit that is
conducted in accordance with this chapter.

*(2) The criteria prescribed pursuant to
paragraph (1) shall not, in the absence of
documentation demonstrating a higher ac-
tual cost, permit the percentage of the cost
of audits performed pursuant to this chapter
charged to Federal awards, to exceed the
ratio of total Federal awards expended by
such non-Federal entity during the applica-
ble fiscal year or years, to such non-Federal
entity’'s total expenditures during such fiscal
Year or years.

**(¢) Such guidance shall include such pro-
visions as may be necessary to ensure that
small business concerns and business concerns
owned and controlled by socially and eco-
nomically disadvantaged individuals will
have the opportunity to participate in the
performance of contracts awarded to fulfill
the audit requirements of this chapter.
“§7506. Monitoring responsibilities of the

Comptroller General

“(a) The Comptroller General shall review
provisions requiring financial audits of non-
Federal entities that receive Federal awards
that are contained in bills and resolutions
reported by the committees of the Senate
and the House of Representatives.

**(b) If the Comptroller General determines
that a bill or resolution contains provisions
that are inconsistent with the requirements
of this chapter, the Comptroller General
shall, at the earliest practicable date, notify
in writing—

“(1) the committee that reported such bill
or resolution; and

‘(2)(A) the Committee on Governmental
Affairs of the Senate (in the case of a bill or
resolution reported by a committee of the
Senate); or

‘(B) the Committee on Government Re-
form and Oversight of the House of Rep-
resentatives (in the case of a bill or resolu-
tion reported by a committee of the House of
Representatives).

“§7507. Effective date

““This chapter shall apply to any non-Fed-
eral entity with respect to any of its fiscal
yvears which begin after June 30, 1996.".

SEC. 3. TRANSITIONAL APPLICATION.

Subject to section 7507 of title 31, United
States Code (as amended by section 2 of this
Act) the provisions of chapter 75 of such title
(before amendment by section 2 of this Act)
shall continue to apply to any State or local
government with respect to any of its fiscal
years beginning before July 1, 1996.

Mr. STEVENS. Mr. President, the
Single Audit Act Amendments of 1996
provide a useful updating of an impor-
tant law enacted 12 years ago. The
original Single Audit Act of 1984 cre-
ated a procedure by which a State or
local government receiving funds from
several Federal assistance programs
would be subject only to one, com-
prehensive audit. A 1994 GAO report on
the intergovernmental experience
under the act indicates that it has re-
sulted in both improved accountability
over Federal assistance and strength-
ened financial management in all cov-
ered entities. It has done this while re-
ducing the Federal audit burden on
State and local governments.

The GAO report, however, also indi-
cated that the process can be improved.
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And here I want to acknowledge the
fine work of my colleague, Senator
GLENN, in having first requested the
GAO study, and then having worked
with GAO to develop these amend-
ments to the act. I am pleased to have
joined with Senator GLENN in cospon-
soring his bill. It further reduces the
Federal audit burden on small govern-
ments, while improving audit coverage
and effectiveness by allowing auditors
to focus on testing the riskiest pro-
grams that a government operates.

At the hearing I held on S. 1579, there
was strong support for this legislation
from the State auditors organization.
The auditor from my own State of
Alaska has indicated his own support,
and I know this will be a real benefit to
the local governments there, too. I
urge my colleagues to join us in mov-
ing this very useful legislation forward
today.

Mr. GLENN. Mr. President, I rise to
urge my colleagues to support S. 1579,
the Single Audit Act Amendments of
1996. This legislation amends the Sin-
gle Audit Act of 1984. It is a bipartisan
good government bill that will both
improve financial management of Fed-
eral funds and reduce paperwork bur-
dens on State and local governments,
universities and other nonprofit orga-
nizations that receive Federal assist-
ance. I am happy that the chairman of
the Government Affairs Committee,
Senator STEVENS, joined with me in co-
sponsoring the bill, as did Senators
LEviN, CoCHRAN, PRYOR, COHEN,
LIEBERMAN, BROWN and GRASSLEY. The
legislation was reported unanimously
by the Government Affairs Committee.
And we have an identical bill moving
through the House of Representatives—
H.R. 3184, introduced by Representative
STEVE HORN.

Over the last several years we have
made great strides in reforming the
sloppy and wasteful state of Federal fi-
nancial management. The Chief Finan-
cial Officers Act of 1990, which I strong-
ly support, was a major accomplish-
ment in this regard. Much more re-
mains to be done, however, to achieve
greater accountability for the hundreds
of billions of dollars of Federal assist-
ance that go to or through State and
local governments and nonprofit orga-
nizations. Much more also remains to
be done to reduce the auditing and re-
porting burdens of the Federal assist-
ance management process. The Single
Audit Act Amendments of 1996 goes a
long way toward achieving these goals.

The Single Audit Act was enacted in
1984 to overcome serious gaps and du-
plications that existed in audit cov-
erage over Federal funds provided to
State and local governments, which
now amount to about $250 billion a
year. Some governments rarely saw an
auditor interested in examining Fed-
eral funds, others were swamped by
auditors, each looking at a separate
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grant award. The Single Audit Act
remedied that problem by changing the
audit focus from compliance with indi-
vidual Federal grant requirements to a
periodic single overall audit of the en-
tity receiving Federal assistance. The
act also set specific dollar thresholds
to exempt recipients that receive rel-
atively small amounts of Federal as-
sistance from regular audit require-
ments. In passing the original legisla-
tion, Congress considered the benefits
and costs and developed criteria that
exposed the vast majority of Federal
assistance to State and local govern-
ments to audit coverage. This struc-
tured approach of entity-wide audits
simplified overlapping audit require-
ments and improved grantee-organiza-
tion administrative controls.

The Single Audit Act also served an
important purpose of prompting State
and local governments to improve their
general financial management prac-
tices. The act encouraged the govern-
ments to review and revise their finan-
cial management practices, including
instituting annual financial statement
audits, installing new accounting sys-
tems, and implementing monitoring
systems. The improvements rep-
resented long-needed and long-lasting
finanecial management reforms. Studies
by the General Accounting Ofifice
[GAO] confirmed these accomplish-
ments. The success of the act also
prompted the Office of Management
and Budget [OMB] in 1990 to apply sin-
gle audit principles to educational in-
stitutions and other nonprofit organi-
zations that receive or passthrough
Federal funds—OMB Circular No. A-
133, ““Audits of Institutions of Higher
Education and Other Nonprofit Organi-
zations,” issued in March 1990, revised
in April 1996.

During my tenure as chairman of the
Governmental Affairs Committee, I re-
quested that GAO study the implemen-
tation of the Single Audit Act and sug-
gest any needed changes. The resulting
report, “Single Audit: Refinements Can
Improve Usefulness” (GAO/AIMD-9%4-
133, June 1994), reviewed the successes
of the act, but also pointed out specific
modifications that could improve the
act’s usefulness. The legislation we
bring to the Senate today is based on
GAO’s findings as well as studies by
the President’s Council on Integrity
and Efficiency and National State
Auditors Association. The bill was de-
veloped in cooperation with GAO and
OMB. Moreover, OMB recently revised
its Circular A-133 consistent with the
purposes of this legislation. However,
the circular continues to apply only to
nonprofit organizations—State and
local governments are not covered.
With the passage of this legislation,
OMB will be able to take the next step
and consolidate its grant audit require-
ments in one circular. Finally, the bill
also reflects comments received from
State, local, and private sector ac-
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counting and audit professionals, as
well as program managers. Altogether,
the legislation will strengthen the act,
while simultaneously reducing its bur-
dens.

First, the legislation extends the act
to cover nonprofit organizations that
receive Federal assistance. Again,
these organizations are currently sub-
ject to the single audit process under
OMB Circular A-133. Broadening the
act’s coverage in this way ensures that
all non-Federal grantee organizations
will be covered uniformly by one single
audit process.

Second, the bill reduces audit and re-
lated paperwork burdens by raising the
single audit threshold from $100,000 to
$300,000. This will exempt thousands of
smaller State and local governments
and nonprofit organizations that re-
ceive relatively small amounts of Fed-
eral assistance from Federal single
audit requirements. It will still ensure,
however, that the vast majority of Fed-
eral funds will be subject to audit test-
ing. Needless to say, it will also rein-
force the ability of Federal agencies to
audit or investigate grantees when
needed to safeguard Federal funds.

Third, the bill will improve audit ef-
fectiveness by establishing a risk-based
approach for selecting programs to be
tested during single audits for ade-
quacy of internal controls and compli-
ance with Federal program require-
ments, such as eligibility of partici-
pants and allowability of costs. The
Single Audit Act has required audit
testing solely on the basis of dollar cri-
teria. Using a risk-based approach will
ensure coverage of programs that
present the highest risk to the Federal
Government.

Fourth, the legislation improves the
contents and timeliness of single audit
reporting to make the reports more
useful. Currently, auditors often in-
clude many different documents in a
single audit report. These documents
are designed to comply with auditing
standards but leave users confused. A
summary document, written in plain
language, would greatly increase the
usefulness of single audit reports. Te-
port users would be able to quickly !is-
cern which entities are having prob
lems administering Federal progriis
and consequently need additional over-
sight.

Shortening the reporting time frame
will also make the single audit reports
more useful. The current practice of
filing reports 13 months after the end
of the year that was audited signifi-
cantly reduces their utility. An ideal
period would be the Government Fi-
nance Officers Association’s standard
of 6 months for timely reporting by
State and local governments. However,
given the numerous audits that some
State auditors have to perform, the
legislation establishes a 9-month
standard. Moreover, the legislation es-
tablishes a 2-year transition period for
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entities to comply with the faster re-
porting and gives flexibility for exten-
sions as needed. The overall goal, still,
is to shorten the reporting time frame
to make the single audit reports more
useful to assess the stewardship of or-
ganizations entrusted with Federal
funds and to prompt any needed correc-
tive actions.

Fifth, the legislation increases ad-
ministrative flexibility. OMB is au-
thorized to issue rules to implement
the act and may revise certain audit
requirements, as needed, without seek-
ing amendments to the act. For exam-
ple, OMB will be authorized to raise
even higher the $300,000 threshold.
Auditors also will have greater flexibil-
ity to target programs at risk.

In these and other ways, the Single
Audit Act Amendments of 1996 will
streamline the underlying Single Audit
Act, update its requirements, reduce
burdens, and provide for more flexibil-
ity. This legislation builds on the sig-
nificant accomplishments of the 1984
act and I am confident that my col-
leagues will agree that this legislation
should be broadly supported by the
Senate.

In December 1995, the Senate Com-
mittee on Governmental Affairs held a
hearing on the status of Federal finan-
cial management, including the Single
Audit Act. Charles Bowsher, the Comp-
troller General, and Kurt Sjoberg, the
California State Auditor who rep-
resented the National State Auditors
Association, strongly supported the
legislation and recommended that it be
enacted. Edward DeSeve, Office of
Management and Budget Controller,
also applauded the legislative effort.

The support of the Comptroller Gen-
eral and the State auditors is espe-
cially important. The Comptroller
General was instrumental in advising
the Congress when the original Single
Audit Act was enacted. He followed the
subsequent implementation of the act
and has made the recommendations for
improving the act that was the basis
for the current legislation. I give great
weight to his recommendations for
amending the Single Audit Act. State
auditors, for their part, are key players
in the single audit process. They con-
duct or arrange for thousands of single
audits each year. So, their views are
also critically important. Following
the December hearing, the National
State Auditors Association met to dis-
cuss the legislation and decided unani-
mously to support its enactment. The
President’s Council on Integrity and
Efficiency Audit Committee also sub-
mitted a letter in support of the legis-
lation. I ask that their letters of sup-
port be included in the RECORD.

On April 18, 1996, the Committee on
Government Affairs marked up S. 1579
and voted unanimously to send the bill
to the floor for a vote. Again, this bi-
partisanship also extends to the House
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of Representatives, where an identical
bill (H.R. 3184) was introduced on
March 28, 1996 by Representative HORN
and four cosponsors. The House of Rep-
resentatives Committee on Govern-
ment Reform and Oversight voted the
bill out of committee on April 25, 1996.
With this bipartisan support, I am sure
that this good Government legislation
can soon become law.

In closing, let me just say that good
Government legislation such as the
Single Audit Act Amendments of 1996
is often overlooked and discounted. It
is unimportant to many, boring to
most. But it is just this sort of nuts
and bolts legislation that is needed to
improve the efficiency and effective-
ness of our Government. The end result
of enactment of S.. 1579 will be a Gov-
ernment more accountable to its peo-
ple.

To reach this point, we have had the
help of colleagues on each side of the
aisle, as I have said. We have also had
the assistance of, and need to thank,
the Comptroller General, Charles Bow-
sher, and his staff—most especially,
Jerry Skelly—we would not be here
today without Jerry’s tireless work. I'd
also like to thank Kurt Sjoberg, the
California State Auditor, Woody Jack-
son, OMB's Deputy Controller, John
Mercer with Senator STEVENS, Anna
Miller on Representative HORN’S staff,
and David Plocher on my staff—all
have contributed greatly to this legis-
lation.

I urge my colleagues to support this
legislation.

Mr. President, again, I ask unani-
mous consent that letters of endorse-
ment of S. 1579 from the National State
Auditors Association and the Audit
Committee of the President’s Council
on Integrity and Efficiency, as well as
a summary of the legislation be printed
in the RECORD.

There being no objection, the mate-
rial was ordered to be printed in the
RECORD, as follows:

NATIONAL STATE
AUDITORS ASSOCIATION,
Washington, DC, January 29, 1996.
Hon. JOEN GLENN,

Ranking Minority Member, Committee on Gov-
ernmental Affairs, U.S. Senate, Washing-
ton, DC.

DEAR SENATOR GLENN: The National State
Auditors Association has voted unanimously
to support the proposed bill to amend the
Single Audit Act of 1984. My state audit col-
leagues and I believe that the proposed legis-
lation is an excellent measure that deserves
to be passed into law as soon as possible.

The Single Audit Act amendments provide
a unique opportunity to address the needs of
federal, state and local government auditors
and program managers. The original act is
over 10 years old and the amendments ad-
dress many of the changes that have oc-
curred over the years in the auditing profes-
slon and in government financial manage-
ment. The bill is the result of open and con-
structive dialog among the stakeholders.
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Over the last several months, we have
worked closely with congressional staff as
well as representatives of the General Ac-
counting Office and the Office of Manage-
ment and Budget. As currently drafted, the
bill provides needed improvements to finan-
cial accountability over federal grant funds.

While there are several excellent provi-
sions in the amended act, two are particu-
larly noteworthy. First, the minimum
threshold of receipts requiring an entity to
have a single audit performed is raised in the
bill to $300,000. Similarly, the thresholds for
larger recipients are also adjusted. These
modifications will relieve many state and
local governments of unnecessary federal
mandates and generate savings of audit
costs. Second, the amendments allow federal
and state governments to focus audit re-
sources on “high-risk™ grants where the po-
tential for savings is the greatest. It makes
good economic sense to concentrate audits
where increased corrective action and recov-
eries are likely to result.

In summary, the National State Auditors
Association is pleased to fully support the
amendments to the Single Audit Act of 1984
and assist you in any way possible to facili-
tate its passage this year.

Sincerely,
ANTHONY VERDECCHIA,
President.

PRESIDENT’S COUNCIL ON
INTEGRITY AND EFFICIENCY,
Washington, DC, March 12, 1996.
Hon. JOHN GLENN,

Ranking Minority Member, Committee on Gov-
ernmental Affairs, U.S. Senate, Washing-
ton, DC.

DEAR SENATOR GLENN: The Audit Commit-
tee of the President's Council on Integrity
and Efficiency (PCIE) is pleased to extend its
support for Senate Bill S. 1579, *‘Single Audit
Act Amendments of 1996."" We believe that
the improvements to the Single Audit Act of
1984 contained in this bill will result in sig-
nificantly more effective and efficient audit-
ing of Federal program funds at State and
local governments and non-profit organiza-
tions and we urge that it be passed as soon
as possible.

The Single Audit Act of 1984 is over 11
years old. In 1993 the PCIE issued a report
entitled, Study on Improving the Single Audit
Process. In that report we concluded that
while the Act was successful in achieving its
objectives, changes were needed to further
improve the auditing and financial manage-
ment of Federal program funds. The report
contained a number of specific recommenda-
tions for changes to the Single Audit Act of
1984, related Office of Management and Budg-
et Circulars and other implementing guid-
ance from the auditing profession. We are
pleased to see that all of our recormnmenda-
tions that require legislative change have
been addressed in the proposed amendments.

Of the many improvements contained in
the bill, we believe the most far-reaching are
the provisions for a *“‘risk-based" approach to
determining audit coverage. These provi-
sions will allow auditors to concentrate their
audits on the areas of highest risk, rather
than auditing the same programs every year
based solely on funding level, regardless of
risk. We believe that these provisions, along
with other provisions shortening the due
dates for adults and providing additional
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flexibilities, will result in much more effec-
tive audit coverage and more useful audit re-
ports for Federal and grantee program man-
agers.

In summary, the PCIE Audit Committee
fully supports the bill and recommends that
it be passed as soon as possible.

Sincerely,
VALERIE LAU,
Chair, Audit Committee.

SINGLE AUDIT ACT AMENDMENTS OF 1996 (S.
1579)

This bill amends the Single Audit Act of
1984 (P.L. 96-502). The 1984 Act replaced mul-
tiple grant-by-grant audits with an annual
entity-wide audit process for State and local
governments that receive Federal assistance.
The new bill would broaden the scope of the
Act to cover universities and other nonprofit
organizations, as well. It would also stream-
line the process. Thus, the bill would im-
prove accountability for hundreds of billions
of dollars of Federal assistance, while also
reducing auditing and paperwork burdens on
grant recipients.

The bill was developed following GAO re-
view of implementation of the Single Audit
Act (**Single Audit: Refinements Can Im-
prove Usefulness,”” GAO/AIMD-94-133, June
21, 1994). Major stakeholders in the single
audit process were consulted during the
drafting process. Support for the bill was
confirmed at a December 14, 1995, hearing of
the Senate Committee on Government Af-
fairs. The bill was introduced on February
27, 1996, by Senator Glenn, and co-sponsored
by Senators Stevens, Levin, Cochran, Pryor,
Cohen, Lieberman, Brown, and Grassley. The
bill was reported out of the Committee on
Governmental Affairs on April 18, 1996. An
identical bill (H.R. 3184) was under consider-
ation at the same time by the House of Rep-
resentatives Committee on Governmental
Reform and Oversight.

Ten years’ experience under the 1984 Act
has been proven that the single audit con-
cept promotes accountability over Federal
assistance and prompts financial manage-
ment improvements. Study also showed,
however, that the process can be strength-
ened. This bill would (1) improve audit cov-
erage of Federal assistance, (2) reduce bur-
dens on non-Federal entities, (3) improve
audit effectiveness, (4) improve single audit
reporting, and (5) increase administrative
flexibility.

Improve Audit Coverage—The bill would
improve audit coverage of Federal assistance
by including in the single audit process all
State and local governments and nonprofit
organizations that receive Federal assist-
ance. Currently, the Act only applies to
State and local governments. Nonprofit or-
ganizations are subject administratively to
single audits under OMB Circular A-133,
“Audits of Institutions of Higher Education
and Other Nonprofit Organizations.” Includ-
ing nonprofit organizations under the Act
would result in a common set of single audit
requirements for Federal assistance.

Reduce Federal Burden—The bill would si-
multaneously reduce Federal burdens on
thousands of State and local governments
and nonprofits, and ensure audit coverage
over the vast majority of Federal assistance
provided to those organizations. It would do
50 by raising the dollar threshold for requir-
ing a single audit from $100,000 to $300,000.
While this would relieve many grantees of
Federal single audit mandates, GAO esti-
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mated that a $300,000 threshold would cover,
for example, 95% of direct Federal assistance
to local governments. This is commensurate
with the coverage provided at the $100,000
threshold when the Act was passed in 1984.
Thus, exempting thousands of entities from
single audits would reduce audit and paper-
work burdens, but not significantly diminish
the percentage of Federal assistance covered
by single audits.

Improve Audit Effectiveness—The bill
would improve audit effectiveness by direct-
ing audit resources to the areas of greatest
risk. Now, auditors must perform audit test-
ing on an entity’s largest—but not nec-
essarily the riskiest—programs. The bill
would require auditors to assess the risk of
the programs an entity operates and select
the riskiest programs for testing. As the
President of the National State Auditors As-
sociation said, *it makes good economic
sense to concentrate audits where increased
corrective action and recoveries are likely to
result.”

Improve Single Audit Reporting—The bill
would greatly improve the usefulness of sin-
gle audit reports by requiring auditors to
provide a summary of audit results. The re-
ports would also be due sooner—9 months
after the year-end rather than the current 13
months. Interpretations of current rules lead
auditors to include 7 or more separate re-
ports in each single audit report. Such a
large number of reports tends to confuse
rather than inform users. A summary of the
audit results would highlight important in-
formation and thus enable users to quickly
discern the overall results of an audit. Fed-
eral managers surveyed by GAO overwhelm-
ingly support the summary reporting and
faster submission of reports.

Increase Administrative Flexibility—The
bill would enable the single audit process to
evolve with changing circumstances. For ex-
ample, rather than lock specific dollar
amount audit thresholds into law, OMB
would have the authority to periodically re-
vise the audit threshold above the new
$300,000 threshold. OMB also could revise cri-
teria for selecting programs for audit test-
ing. By giving OMB such authority, specific
requirements within the single audit process
could be revised administratively to reflect
changing circumstances that affect account-
ability for Federal financial assistance.

The Single Audit Act Amendments of 1996
(8. 1579) is “Good Government' legislation.
Based on GAO studies and endorsed by the
National State Auditors Association, the bill
represents consensus reform legislation that
will improve accountability over Federal
funds and reduce burdens on State and local
governments and nonprofit organizations.

Mr. LEVIN. Mr. President, as a co-
sponsor of the Single Audit Act amend-
ments, I am pleased that the Senate is
considering this legislation today. S.
1579 would improve accountability over
Federal assistance provided to State
and local governments.

The Single Audit Act of 1984 created
a uniform requirement for Federal au-
dits of individual State and local pro-
grams which received Federal assist-
ance. It also provided a comprehensive,
organizationwide approach to single
audits. While the act has been a key
factor in the improvement of govern-
ment financial management practices,
we have learned alot since the enact-
ment of the act and the passage of time
has revealed the need for changes.
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This bill amends the 1984 act to fur-
ther reduce unnecessary audit burdens
on State and local governments and
nonprofit organizations while ensuring
accountability and oversight of the use
of Federal funds.

The bill would place State and local
governments, colleges and universities,
and other nonprofit grantees under the
same single audit process. This would
allow the Office of Management and
Budget to develop uniform guidelines
and auditing requirements.

Second, the bill increases the dollar
threshold that triggers the require-
ment for a single audit, from $100,000 to
$300,000. This change would reduce
audit costs while only minimally re-
ducing audit coverage of Federal pro-
gram expenditures. We would be able to
still achieve the goal of 95 percent
audit coverage, which was originally
included in the 1984 act.

Third, the bill establishes a risk-
based approach to determine which
Federal programs should be audited to
allow the Federal, State, and local
auditors the discretion of focusing
audit resources where the potential for
return is the greatest.

Fourth, the bill improved the con-
tents and timeliness of single audit re-
ports by requiring a summary of audit
findings and results and by reducing
the report due-date from 13 to 9 months
to improve the timeliness of report
submission. A report prepared closer to
the end of the reporting period to-
gether with the shorter reporting re-
quirement to submit a summary of
audit findings and results will increase
the utility of the audit to senior man-
agement and Federal program officials.

Finally, the bill authorizes the Direc-
tor of the Office of Management and
Budget to expand and revise audit re-
quirements to ensure continued effec-
tiveness of the audit process. This
change would allow the Office of Man-
agement and Budget to adjust auditing
thresholds for future inflation, and also
allow auditors to assess program and
management performance.

Mr. President, I would like to thank
Senator GLENN for his leadership on
this issue and my colleagues for their
support and cooperation in getting this
bill to the floor. I would also like to
thank the National State Auditors As-
sociation, the President’s Council on
Integrity and Efficiency, and the Gen-
eral Accounting Office for conducting
the independent survey to assess the
1984 act and to determine how it could
be improved. Their study results were
instrumental in developing this legisla-
tion.

Mr. MACK. Mr. President, I ask
unanimous consent that the committee
amendments be agreed to, the bill, as
amended, be deemed read three times,
passed, the motion to reconsider be
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laid upon the table, and that any state-
ments relating thereto appear at an ap-
propriate place in the RECORD as if
read.

The PRESIDING OFFICER. Is there
objection? Without objection, it is so
ordered.

The bill (S. 1579), as amended, was
deemed read the third time and passed,
as follows:

8. 1579

Be it enacted by the Senate and House of Rep-
resentatives of the United States of America in
Congress assembled,

SECTION 1. SHORT TITLE; PURPOSES.
(a) SHORT TITLE.—This Act may be cited as
the “‘Single Audit Act Amendments of 1996"".
(b) PURPOSES.—The purposes of this Act
are to—

(1) promote sound financial management,
including effective internal controls, with
respect to Federal awards administered by
non-Federal entities;

(2) establish uniforrn requirements for au-
dits of Federal awards administered by non-
Federal entities;

(3) promote the efficient and effective use
of audit resources;

(4) reduce burdens on State and local gov-
ernments, Indian tribes, and nonprofit orga-
nizations; and

(5) ensure that Federal departments and
agencies, to the maximum extent prac-
ticable, rely upon and use audit work done
pursuant to chapter 75 of title 31, United
States Code (as amended by this Act).

SEC. 2. AMENDMENT TO TITLE 31,

STATES CODE.

Chapter 75 of title 31, United States Code,
is amended to read as follows:

“CHAPTER 75—REQUIREMENTS FOR
SINGLE AUDITS

UNITED

“Sec.
47501,
“7502.
““7503.
47504,

Definitions.

Audit requirements; exemptions.

Relation to other audit requirements.

Federal agency responsibilities and
relations with non-Federal en-
tities.

Regulations.

Monitoring responsibilities of the
Comptroller General.

“7507. Effective date.

“§7501. Definitions

“‘(a) As used in this chapter, the term—

(1) ‘Comptroller General’ means the
Comptroller General of the United States;

“(2) ‘Director’ means the Director of the
Office of Management and Budget;

“(3) ‘Federal agency’ has the same mean-
ing as the term ‘agency’ in section 551(1) of
title 5;

‘‘(4) ‘Federal awards’ means Federal finan-
cial assistance and Federal cost-reimburse-
ment contracts that non-Federal entities re-
ceive directly from Federal awarding agen-
cies or indirectly from pass-through entities;

‘(5) ‘Federal financial assistance’ means
assistance that non-Federal entities receive
or administer in the form of grants, loans,
loan guarantees, property, cooperative
agreements, interest subsidies, insurance,
food commeodities, direct appropriations, or
other assistance, but does not include

“7505.
. Ulm.
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amounts received as reimbursement for serv-
ices rendered to individuals in accordance
with guidance issued by the Director;

‘Y(6) ‘Federal program’ means all Federal
awards to a non-Federal entity assigned a
single number in the Catalog of Federal Do-
mestic Assistance or encompassed in a group
of numbers or other category as defined by
the Director;

*(T) ‘generally accepted government audit-
ing standards’ means the government audit-
ing standards issued by the Comptroller Gen-
eral;

“‘(8) ‘independent aunditor' means—

*(A) an external State or local government
auditor who meets the independence stand-
ards included in generally accepted govern-
ment auditing standards; or

‘(B) a public accountant who meets such
independence standards;

*(9) ‘Indian tribe’ means any Indian tribe,
band, nation, or other organized group or
community, including any Alaskan Native
village or regional or village corporation (as
defined in, or established under, the Alaskan
Native Claims Settlement Act) that is recog-
nized by the United States as eligible for the
special programs and services provided by
the United States to Indians because of their
status as Indians;

“(10) ‘internal controls’ means a process,
effected by an entity’s management and
other personnel, designed to provide reason-
able assurance regarding the achievement of
objectives in the following categories:

‘(A) Effectiveness and efficiency of oper-
ations.

‘‘(B) Reliability of financial reporting.

“(C) Compliance with applicable laws and
regulations;

*4(11) ‘local government’ means any unit of
local government within a State, including a
county, borough, municipality, city, town,
township, parish, local public authority, spe-
cial district, school district, intrastate dis-
trict, council of governments, any other in-
strumentality of local government and, in
accordance with guidelines issued by the Di-
rector, a group of local governments;

*(12) ‘major program’ means a Federal pro-
gram identified in accordance with risk-
based criteria prescribed by the Director
under this chapter, subject to the limita-
tions described under subsection (b);

*(13) ‘non-Federal entity’ means a State,
local government, or nonprofit organization;

*(14) ‘nonprofit organization' means any
corporation, trust, association, cooperative,
or other organization that—

‘“(A) is operated primarily for scientific,
educational, service, charitable, or similar
purposes in the public interest,

‘(B) is not organized primarily for profit;
and

(C) uses net proceeds to maintain, im-
prove, or expand the operations of the orga-
nization;

“(15) ‘pass-through entity’ means a non-
Federal entity that provides Federal awards
to a subrecipient to carry out a Federal pro-
gram;

‘“(16) ‘program-specific audit’ means an
audit of one Federal program,

“(17) ‘recipient’ means a non-Federal en-
tity that receives awards directly from a
Federal agency to carry out a Federal pro-
gram;

“(18) ‘single audit' means an audit, as de-
scribed under section 7502(d), of a non-Fed-
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eral entity that includes the entity’s finan-
cial statements and Federal awards;

“(19) ‘State’ means any State of the United
States, the District of Columbia, the Com-
monwealth of Puerto Rico, the Virgin Is-
lands, Guam, American Samoa, the Com-
monwealth of the Northern Mariana Islands,
and the Trust Territory of the Pacific Is-
lands, any instrumentality thereof, any
multi-State, regional, or interstate entity
which has governmental functions, and any
Indian tribe; and

*(20) ‘subrecipient’ means a non-Federal
entity that receives Federal awards through
another non-Federal entity to carry out a
Federal program, but does not include an in-
dividual who receives financial assistance
through such awards.

‘(b) In prescribing risk-based program se-
lection criteria for major programs, the Di-
rector shall not require more programs to be
identified as major for a particular non-Fed-
eral entity, except as prescribed under sub-
section (¢) or as provided under subsection
(d), than would be identified if the major
programs were defined as any program for
which total expenditures of Federal awards
by the non-Federal entity during the appli-
cable year exceed—

*(1) the larger of $30,000,000 or 0.15 percent
of the non-Federal entity's total Federal ex-
penditures, in the case of a non-Federal en-
tity for which such total expenditures for all
programs exceed $10,000,000,000;

*4(2) the larger of $3,000,000, or 0.30 percent
of the non-Federal entity's total Federal ex-
penditures, in the case of a non-Federal en-
tity for which such total expenditures for all
programs exceed $100,000,000 but are less than
or equal to $10,000,000,000; or

“(3) the larger of $300,000, or 3 percent of
such total Federal expenditures for all pro-
grams, in the case of a non-Federal entity
for which such total expenditures for all pro-
grams equal or exceed $300,000 but are less
than or equal to $100,000,000.

““(¢) When the total expenditures of a non-
Federal entity's major programs are less
than 50 percent of the non-Federal entity's
total expenditures of all Federal awards (or
such lower percentage as specified by the Di-
rector), the auditor shall select and test ad-
ditional programs as major programs as nec-
essary to achieve audit coverage of at least
50 percent of Federal expenditures by the
non-Federal entity (or such lower percentage
as specified by the Director), in accordance
with guidance issued by the Director.

“(d) Loan or loan guarantee Drograms, as
specified by the Director, shall not be sub-
ject to the application of subsection (b).

“8 7502, Audit requirements; exemptions

“(a)(1)(A) Each non-Federal entity that ex-
pends a total amount of Federal awards
equal to or in excess of $300,000 or such other
amount specified by the Director under sub-
section (a)(3) in any fiscal year of such non-
Federal entity shall have either a single
audit or a program-specific audit made for
such fiscal year in accordance with the re-
quirements of this chapter.

‘(B) Each such non-Federal entity that ex-
pends Federal awards under more than one
Federal program shall undergo a single audit
in accordance with the requirements of sub-
sections (b) through (i) of this section and
guidance issued by the Director under sec-
tion 7505.

“(C) Each such non-Federal entity that ex-
pends awards under only one Federal pro-
gram and is not subject to laws, regulations,
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or Federal award agreements that require a
financial statement audit of the non-Federal
entity, may elect to have a program-specific
audit conducted in accordance with applica-
ble provisions of this section and guidance
issued by the Director under section 7505.

“(2)(A) Each non-Federal entity that ex-
pends a total amount of Federal awards of
less than $300,000 or such other amount speci-
fled by the Director under subsection (a)(3)
in any fiscal year of such entity, shall be ex-
empt for such fiscal year from compliance
with—

‘(1) the audit requirements of this chapter;
and

“(ii) any applicable requirements concern-
ing financial audits contained in Federal
statutes and regulations governing programs
under which such Federal awards are pro-
vided to that non-Federal entity.

*(B) The provisions of subparagraph (A)(ii)
of this paragraph shall not exempt & non-
Federal entity from compliance with any
provision of a Federal statute or regulation
that requires such non-Federal entity to
maintain records concerning Federal awards
provided to such non-Federal entity or that
permits a Federal agency, pass-through en-
tity, or the Comptroller General access to
such records.

‘“(8) Every 2 years, the Director shall re-
view the amount for requiring audits pre-
scribed under paragraph (1)(A) and may ad-
just such dollar amount consistent with the
purposes of this chapter, provided the Direc-
tor does not make such adjustments below
$300,000.

‘*(b)(1) Except as provided in paragraphs (2)
and (3), audits conducted pursuant to this
chapter shall be conducted annually.

*(2) A State or local government that is re-
quired by constitution or statute, in effect
on January 1, 1987, to undergo its audits less
frequently than annually, is permitted to un-
dergo its audits pursuant to this chapter bi-
ennially. Audits conducted biennially under
the provisions of this paragraph shall cover
both years within the biennial period.

“(3) Any nonprofit organization that had
biennial audits for all biennial periods end-
ing between July 1, 1992, and January 1, 1995,
is permitted to undergo its audits pursuant
to this chapter biennially. Audits conducted
biennially under the provisions of this para-
graph shall cover both years within the bien-
nial period.

‘(¢) Each audit conducted pursuant to sub-
section (a) shall be conducted by an inde-
pendent auditor in accordance with gen-
erally accepted government auditing stand-
ards, except that, for the purposes of this
chapter, performance audits shall not be re-
quired except as authorized by the Director.

“(d) Each single audit conducted pursuant
to subsection (a) for any fiscal year shall—

*(1) cover the operations of the entire non-
Federal entity; or

“(2) at the option of such non-Federal en-
tity such audit shall include a series of au-
dits that cover departments, agencies, and
other organizational units which expended or
otherwise administered Federal awards dur-
ing such fiscal year provided that each such
audit shall encompass the financial state-
ments and schedule of expenditures of Fed-
eral awards for each such department, agen-
cy, and organizational unit, which shall be
considered to be a non-Federal entity.

‘*(e) The auditor shall—

(1) determine whether the financial state-
ments are presented fairly in all material re-
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spects in conformity with generally accepted
accounting principles;

‘Y(2) determine whether the schedule of ex-
penditures of Federal awards is presented
fairly in all material respects in relation to
the financial statements taken as a whole;

*(3) with respect to internal controls per-
taining to the compliance requirements for
each major program—

“‘(A) obtain an understanding of such inter-
nal controls;

*(B) assess control risk; and

“(C) perform tests of controls unless the
controls are deemed to be ineffective; and

*‘(4) determine whether the non-Federal en-
tity has complied with the provisions of
laws, regulations, and contracts or grants
pertaining to Federal awards that have a di-
rect and material effect on each major pro-
gram.

“(f)(1) Each Federal agency which provides
Federal awards to a recipient shall—

“(A) provide such recipient the program
names (and any identifying numbers) from
which such awards are derived, and the Fed-
eral requirements which govern the use of
such awards and the requirements of this
chapter; and

“(B) review the audit of a recipient as nec-
essary to determine whether prompt and ap-
propriate corrective action has been taken
with respect to audit findings, as defined by
the Director, pertaining to Federal awards
provided to the recipient by the Federal
agency.

*Y(2) Each pass-through entity shall—

*(A) provide such subrecipient the program
names (and any identifying numbers) from
which such assistance is derived, and the
Federal requirements which govern the use
of such awards and the requirements of this
chapter;

“(B) monitor the subrecipient’s use of Fed-
eral awards through site visits, limited scope
audits, or other means;

‘YC) review the audit of a subrecipient as
necessary to determine whether prompt and
appropriate corrective action has been taken
with respect to audit findings, as defined by
the Director, pertaining to Federal awards
provided to the subrecipient by the pass-
through entity; and

‘(D) require each of its subrecipients of
Federal awards to permit, as a condition of
receiving Federal awards, the independent
auditor of the pass-through entity to have
such access to the subrecipient’s records and
financial statements as may be necessary for
the pass-through entity to comply with this
chapter.

“(g)(1) The auditor shall report on the re-
sults of any audit conducted pursuant to this
section, in accordance with guidance issued
by the Director.

*/(2) When reporting on any single audit,
the auditor shall include a summary of the
auditor’'s results regarding the non-Federal
entity’s financial statements, internal con-
trols, and compliance with laws and regula-
tions.

*(h) The non-Federal entity shall transmit
the reporting package, which shall include
the non-Federal entity’'s financial state-
ments, schedule of expenditures of Federal
awards, corrective action plan defined under
subsection (i), and auditor's reports devel-
oped pursuant to this section, to a Federal
clearinghouse designated by the Director,
and make it avallable for public inspection
within the earlier of—
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“(1) 30 days after receipt of the auditor’s
report; or

“*(2)(A) for a transition period of at least 2
years after the effective date of the Single
Audit Act Amendments of 1996, as estab-
lished by the Director, 13 months after the
end of the period audited; or

*(B) for fiscal years beginning after the pe-
riod specified in subparagraph (A), 9 months
after the end of the period audited, or within
a longer timeframe authorized by the Fed-
eral agency, determined under criteria
issued under section 7504, when the 9-month
timeframe would place an undue burden on
the non-Federal entity.

‘(1) If an audit conducted pursuant to this
section discloses any audit findings, as de-
fined by the Director, including material
noncompliance with individual compliance
requirements for a major program by, or re-
portable conditions in the internal controls
of, the non-Federal entity with respect to
the matters described in subsection (e), the
non-Federal entity shall submit to Federal
officials designated by the Director, a plan
for corrective action to eliminate such audit
findings or reportable conditions or a state-
ment describing the reasons that corrective
action is not necessary. Such plan shall be
consistent with the audit resolution stand-
ard promulgated by the Comptroller General
(as part of the standards for internal con-
trols in the Federal Government) pursuant
to section 3512(c).

*(j) The Director may authorize pilot
projects to test alternative methods of
achieving the purposes of this chapter, Such
pilot projects may begin only after consulta-
tion with the Chair and Ranking Minority
Member of the Committee on Governmental
Affairs of the Senate and the Chair and
Ranking Minority Member of the Committee
on Government Reform and Oversight of the
House of Representatives.

“§7503. Relation to other audit requirements

“(a) An audit conducted in accordance
with this chapter shall be in lieu of any fi-
nancial audit of Federal awards which a non-
Federal entity is required to undergo under
any other Federal law or regulation. To the
extent that such audit provides a Federal
agency with the information it requires to
carry out its responsibilities under Federal
law or regulation, a Federal agency shall
rely upon and use that information.

*(b) Notwithstanding subsection (a), a Fed-
eral agency may conduct or arrange for addi-
tional audits which are necessary to carry
out its responsibilities under Federal law or
regulation. The provisions of this chapter do
not authorize any non-Federal entity (or
subrecipient thereof) to constrain, in any
manner, such agency from carrying out or
arranging for such additional audits, except
that the Federal agency shall plan such au-
dits to not be duplicative of other audits of
Federal awards.

“‘(c) The provisions of this chapter do not
limit the authority of Federal agencies to
conduct, or arrange for the conduct of, au-
dits and evaluations of Federal awards, nor
limit the authority of any Federal agency
Inspector General or other Federal official.

‘/(d) Subsection (a) shall apply to a non-
Federal entity which undergoes an audit in
accordance with this chapter even though it
is not required by section 7502(a) to have
such an audit.

‘‘(e) A Federal agency that provides Fed-
eral awards and conducts or arranges for au-
dits of non-Federal entities receiving such
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awards that are in addition to the audits of
non-Federal entities conducted pursuant to
this chapter shall, consistent with other ap-
plicable law, arrange for funding the full cost
of such additional audits. Any such addi-
tional audits shall be coordinated with the
Federal agency determined under criteria
issued under section 7504 to preclude duplica-
tion of the audits conducted pursuant to this
chapter or other additional audits.

‘() Upon request by a Federal agency or
the Comptroller General, any independent
auditor conducting an audit pursuant to this
chapter shall make the auditor’s working pa-
pers available to the Federal agency or the
Comptroller General as part of a quality re-
view, to resolve audit findings, or to carry
out oversight responsibilities consistent
with the purposes of this chapter. Such ac-
cess to auditor’'s working papers shall in-
clude the right to obtain copies.

“§7504. Federal agency responsibilities and
relations with non-Federal entities

‘(a) Each Federal agency shall, in accord-
ance with guidance issued by the Director
under section 7505, with regard to Federal
awards provided by the agency—

‘(1) monitor non-Federal entity use of Fed-
eral awards, and

‘Y(2) assess the quality of audits conducted
under this chapter for audits of entities for
which the agency is the single Federal agen-
cy determined under subsection (b).

“(b) Each non-Federal entity shall have a
single Federal agency, determined in accord-
ance with criteria established by the Direc-
tor, to provide the non-Federal entity with
technical assistance and assist with imple-
mentation of this chapter.

“/(¢) The Director shall designate a Federal
clearinghouse to—

‘(1) receive copies of all reporting pack-
ages developed in accordance with this chap-
ter;

*Y(2) identify recipients that expend $300,000
or more in Federal awards or such other
amount specified by the Director under sec-
tion 7502(2)(3) during the recipient’s fiscal
year but did not undergo an audit in accord-
ance with this chapter; and

*“(3) perform analyses to assist the Director
in carrying out responsibilities under this
chapter.

“§7505. Regulations

‘‘(a) The Director, after consultation with
the Comptroller General, and appropriate of-
ficials from Federal, State, and local govern-
ments and nonprofit organizations shall pre-
scribe guidance to implement this chapter.
Each Federal agency shall promulgate such
amendments to its regulations as may be
necessary to conform such regulations to the
requirements of this chapter and of such
guidance.

“(b)(1) The guidance prescribed pursuant to
subsection (a) shall include criteria for de-
termining the appropriate charges to Federal
awards for the cost of audits. Such criteria
shall prohibit a non-Federal entity from
charging to any Federal awards—

*‘(A) the cost of any aundit which is—

*(1) not conducted in accordance with this
chapter; or

‘(i1) conducted in accordance with this
chapter when expenditures of Federal awards
are less than amounts cited in section
7502(a)(1)(A) or specified by the Director
under section 7502(a)(3), except that the Di-
rector may allow the cost of limited scope
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audits to monitor subrecipients in accord-
ance with section 7502(f)(2)(B); and

“(B) more than a reasonably proportionate
share of the cost of any such audit that is
conducted in accordance with this chapter.

*(2) The criteria prescribed pursuant to
paragraph (1) shall not, in the absence of
documentation demonstrating a higher ac-
tual cost, permit the percentage of the cost
of audits performed pursuant to this chapter
charged to Federal awards, to exceed the
ratio of total Federal awards expended by
such non-Federal entity during the applica-
ble fiscal year or years, to such non-Federal
entity’s total expenditures during such fiscal
year or years.

“(e) Such guidance shall include such pro-
visions as may be necessary to ensure that
small business concerns and business con-
cerns owned and controlled by socially and
economically disadvantaged individuals will
have the opportunity to participate in the
performance of contracts awarded to fulfill
the audit requirements of this chapter.

“§7506. Monitoring responsibilities of the
Comptroller General

‘(a) The Comptroller General shall review
provisions requiring financial andits of non-
Federal entities that receive Federal awards
that are contained in bills and resolutions
reported by the committees of the Senate
and the House of Representatives.

“(b) If the Comptroller General determines
that a bill or resolution contains provisions
that are inconsistent with the requirements
of this chapter, the Comptroller General
shall, at the earliest practicable date, notify
in writing—

“(1) the committee that reported such bill
or resolution; and

“(2)(A) the Committee on Governmental
Affairs of the Senate (in the case of a bill or
resolution reported by a committee of the
Senate); or

*(B) the Committee on Government Re-
form and Oversight of the House of Rep-
resentatives (in the case of a bill or resolu-
tion reported by a committee of the House of
Representatives).

“87507. Effective date

““This chapter shall apply to any non-Fed-
eral entity with respect to any of its fiscal
years which begin after June 30, 1996.".

SEC. 3. TRANSITIONAL APPLICATION.

Subject to section 7507 of title 31, United
States Code (as amended by section 2 of this
Act) the provisions of chapter 75 of such title
(before amendment by section 2 of this Act)
shall continue to apply to any State or local
government with respect to any of its fiscal
years beginning before July 1, 1996.

ANTICOUNTERFEITING CONSUMER
PROTECTION ACT OF 1995

Mr. MACK. Mr. President, I ask
unanimous consent that the Chair lay
before the Senate a message from the
House to accompany S. 1136.

The PRESIDING OFFICER laid be-
fore the Senate the following message
from the House of Representatives:

Resolved, That the bill from the Senate (S.
1136) entitled '*An Act to control and prevent
commercial counterfeiting, and for other
purposes’’, do pass with the following amend-
ment:
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Strike out all after the enacting clause,
and insert:

SECTION 1. SHORT TITLE,

This Act may be cited as the
“Anticounterfeiting Consumer Protection Act of
1996"".

SEC. 2. FINDINGS.

The counterfeiting of trademarked and copy-
righted merchandise—

(1) has been connected with organized crime;

(2) deprives legitimate trademark and copy-
right owners of substantial revenues and con-
sumer goodwill;

(3) poses health and safety threats to United
States consumers;

(4) eliminates United States jobs; and

(5) is a multibillion-dollar drain on the United
States economy.

SEC. 3. COUNTERFEITING AS RACKETEERING.

Section 1961(1)(B) of title 18, United States
Code, is amended by inserting ', section 2318
(relating to trafficking in counterfeit labels for
phonorecords, computer programs or computer
program documentation or packaging and copies
of motion pictures or other audiovisual works),
section 2319 (relating to criminal infringement of
a copyright), section 2319A (relating to unau-
thorized firation of and trafficking in sound re-
cordings and music videos of live musical per-
formances), section 2320 (relating to trafficking
in goods or services bearing counterfeit marks)"
after “'sections 2314 and 2315 (relating to inter-
state transportation of stolen property)’.

SEC. 4. APPLICATION TO COMPUTER PROGRAMS,
COMPUTER PROGRAM DOCUMENTA-
TION, OR PACEAGING.

(a) IN GENERAL.—Section 2318 of title 18,
United States Code, is amended—

(1) in subsection (a), by striking ‘‘a motion
picture or other audiovisual work," and insert-
ing “‘a computer program or documentation or
packaging for a computer program, or a copy of
a motion picture or other audiovisual work, and
whoever, in any of the circumstances described
in subsection (c) of this section, knowingly traf-
fics in counterfeit documentation or packaging
for a computer program,’’;

(2) in subsection (b)(3) by inserting '*‘‘com-
puter program’, "’ after ' ‘motion picture’,’’; and

(3) in subsection (¢)—

(A) by striking *‘or'" at the end of paragraph
(2);

(B) in paragraph (3)—

(i) by inserting “‘a copy of a copyrighted com-
puter program or copyrighted documentation or
packaging for a computer program,’’ after “‘en-
close,”; and

(ii) by striking the period at the end and in-
serting *‘; or”’; and

(C) by adding after paragraph (3) the follow-
ing:

‘'(4) the counterfeited documentation or pack-
aging for a computer program is copyrighted."'.

(b) CONFORMING AMENDMENTS.—(1) The sec-
tion caption for section 2318 of title 18, United
States Code, is amended to read as follows:

“$2318. Trafficking in counterfeit labels for
phonorecords, copies of computer programs
or computer program documentation or
packaging, and copies of motion pictures or
other audio visual works, and trafficking in
counterfeit computer program documenta-
tion or packaging”.

(2) The item relating to section 2318 in the
table of sections for chapter 113 of such title is
amended to read as follows:



June 14, 1996

“2318. Trafficking in counterfeit labels for
phonorecords, copies of computer
programs or computer program
documentation or packaging, and
copies of motion pictures or other
audio visual works, and traffick-
ing in counterfeit computer pro-
gram documentation or packag-
ing.”.

SEC. 5. TRAFFICKING IN COUNTERFEIT GOODS
OR SERVICES.

Section 2320 of title 18, United States Code, is
amended by adding at the end the following:

‘'(e) Beginning with the first year after the
date of enactment of this subsection, the Attor-
ney General shall include in the report of the
Attorney General to Congress on the business of
the Department of Justice prepared pursuant to
section 522 of title 28, an accounting, on a dis-
trict by district basis, of the following with re-
spect to all actions taken by the Department of
Justice that involve trafficking in counterfeit la-
bels for phonorecords, copies of computer pro-
grams or computer program documentation or
packaging, copies of motion pictures or other
audiovisual works (as defined in section 2318 of
title 18), criminal infringement of copyrights (as
defined in section 2319 of title 18), unauthorized
fization of and trafficking in sound recordings
and music videos of live musical performances
(as defined in section 2319A of title 18), or traf-
ficking in goods or services bearing counterfeit
marks (as defined in section 2320 of title 18):

(1) The number of open investigations.

“(2) The number of cases referred by the
United States Customs Service.

*(3) The number of cases referred by other
agencies or sources.

“(4) The number and outcome, including set-
tlements, sentences, recoveries, and penalties, of
all prosecutions brought under sections 2318,
2319, 23194, and 2320 of title 18.".

SEC. 6. SEIZURE OF COUNTERFEIT GOODS,

Section 34(d)(9) of the Act of July 5, 1946 (60
Stat. 427, chapter 540; 15 U.S.C. 1116(d)(9)), is
amended by striking the first sentence and in-
serting the following: '‘The court shall order
that service of a copy of the order under this
subsection shall be made by a Federal law en-
forcement officer (such as a United States mar-
shal or an officer or agent of the United States
Customs Service, Secret Service, Federal Bureau
of Investigation, or Post Office) or may be made
by a State or local law enforcement officer, who,
upon making service, shall carry out the seizure
under the order.”.

SEC. 7. RECOVERY FOR VIOLATION OF RIGHTS.

Section 35 of the Act of July 5, 1946 (60 Stat.
427, chapter 540; 15 U.S.C. 1117), is amended by
adding at the end the following new subsection:

“(c) In a case involving the use of a counter-
feit mark (as defined in section 34(d) (15 U.S.C.
1116(d)) in connection with the sale, offering for
sale, or distribution of goods or services, the
plaintiff may elect, at any time before final
judgment is rendered by the trial court, to re-
cover, instead of actual damages and profits
under subsection (a), an award of statutory
damages for any such use in connection with
the sale, offering for sale, or distribution of
goods or services in the amount of—

*(1) not less than $500 or more than $100,000
per counterfeit mark per type of goods or serv-
ices sold, offered for sale, or distributed, as the
court considers just; or

“(2) if the court finds that the use of the
counterfeit mark was willful, not more than
$1,000,000 per counterfeit mark per type of goods
or services sold, offered for sale, or distributed,
as the court considers just.".
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SEC. 8. DISPOSITION OF EXCLUDED ARTICLES.

Section 603(c) of title 17, United States Code,
is amended in the second sentence by striking
‘‘as the case may be;"" and all that follows
through the end and inserting ‘‘as the case may
be."”.

SEC. 9. DISPOSITION OF MERCHANDISE BEARING
AMERICAN TRADEMARK.

Section 526(e) of the Tariff Act of 1930 (19
U.S.C. 1526(e)) is amended—

(1) in the second sentence, by inserting *‘de-
stroy the merchandise. Alternatively, if the mer-
chandise is nmot unsafe or a hazard to health,
and the Secretary has the consent of the trade-
mark owner, the Secretary may' after ‘‘shall,
after forfeiture,”';

(2) by inserting *‘or'" at the end of paragraph
(¢4

(3) by striking **, or’ at the end of paragraph
(3) and inserting a period; and

(4) by striking paragraph (4).

SEC. 10. CIVIL PENALTIES.

Section 526 of the Tariff Act of 1930 (19 U.5.C.
1526) is amended by adding at the end the fol-
lowing new subsection:

“{f) C1viL PENALTIES.—(1) Any person who di-
rects, assists financially or otherwise, or aids
and abets the importation of merchandise for
sale or public distribution that is seized under
subsection (e) shall be subject to a civil fine.

“(2) For the first such seizure, the fine shall
be not more than the value that the merchan-
dise would have had if it were genuine, accord-
ing to the manufacturer’s suggested retail price,
determined under regulations promulgated by
the Secretary.

*(3) For the second seizure and thereafter, the
fine shall be not more than twice the value that
the merchandise would have had if it were gen-
uine, as determined under regulations promul-
gated by the Secretary.

“(4) The imposition of a fine under this sub-
section shall be within the discretion of the Cus-
toms Service, and shall be in addition to any
other civil or criminal penalty or other remedy
authorized by law.".

SEC. 11, PUBLIC DISCLOSURE OF AIRCRAFT MANI-
FESTS.

Section 431(c)(1) of the Tariff Act of 1930 (19
U.S.C. 1431(c)(1)) is amended—

(1) in the matter preceding subparagraph (4),
by inserting “‘vessel or aircraft’’ before ‘‘mani-
fest™;

(2) by amending subparagraph (D) to read as
follows:

“(D) The name of the vessel, aircraft, or car-
rier.”’;

(3) by amending subparagraph (E) to read as
follows:

*“(E) The seaport or airport of loading."";

(4) by amending subparagraph (F) to read as
follows:

“(F) The seaport or airport of discharge.’;
and

(5) by adding after subparagraph (G) the fol-
lowing new subparagraph:

“(H) The trademarks appearing on the goods
or packages."'.

SEC. 12, CUSTOMS ENTRY DOCUMENTATION.

Section 484(d) of the Tariff Act of 1930 (19
U.S.C. 1484(d)) is amended—

(1) by striking “Entries” and inserting ‘(1)
Entries’’; and

(2) by adding at the end the following new
paragraph:

“(2) The Secretary, in prescribing regulations
governing the content of entry documentation,
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shall require that entry documentation contain
such information as may be necessary to deter-
mine whether the imported merchandise bears
an infringing trademark in violation of section
42 of the Act of July 5, 1946 (commonly referred
to as the ‘Trademark Act of 1946°; 15 U.S.C.
1124), or any other applicable law, including a
trademark appearing on the goods or packag-
ing.".
SEC. 13. UNLAWFUL USE OF VESSELS, VEHICLES,
AND AIRCRAFT IN AID OF COMMER-
CIAL COUNTERFEITING.

Section 80302(a) of title 49, United States
Code, is amended—

(1) by striking *‘or" at the end of paragraph
(4);

(2) by striking the period at the end of para-
graph (5) and inserting **; or’’; and

(3) by adding at the end the following new
paragraph:

“(6)(A) a counterfeit label for a phonorecord,
copy of a computer program or computer pro-
gram documentation or packaging, or copy of a
motion picture or other audiovisual work (as de-
fined in section 2318 of title 18);

‘““(B) a phonorecord or copy in violation of
section 2319 of title 18;

‘““(C) a fization of a sound recording or music
video of a live musical performance in violation
of section 23194 of title 18; or

“(D) any good bearing a counterfeit mark (as
defined in section 2320 of title 18).”".

SEC. 14. REGULATIONS.

Not later than 6 months after the date of the
enactment of this Act, the Secre